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Whose appointment as a Joint General Manager of Westminster Bank is 
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A Banker’s Diary 


IN the monetary sphere the most svicing reaction to the 
crisis Was seen in a sharp rise in discount rates, even 
more acute than that which occurred last 


a September. From 43 in the middle of 
ean March the three months’ bill rate rose con- 


tinuously to a peak of 1g on April 15. 
Thus the rise was allowed to go so far that the 2 per cent. 
Bank Rate became technic ally effective for the first time 
since it was fixed almost seven years ago, and fears were 
actually entertained that a continuance of the rise might 
bring about a rise in the Bank Rate. While this jump 
in rates may seem somewhat paradoxical at a time when 
the banking system was starved of bills, the reasons for 
it are not far to seek ; what is difficult to explain is 
whether any useful purpose has been served by allowing 
the rise -to occur. Technically, the causes of the rising 
trend of bill rates were closely similar to those opera- 
tive last September, but with the difference that sterling 
has been subjected to very much less pressure than it 
was at that time. Immobilization of credit has, there- 
fore, been less severe (though public deposits have been 
running £10-14 millions above normal), but at the 
same time the policy of the authorities can scarcely be 
justified on the ground that a rise in discount rates was 
necessary to protect our gold reserves.* In an atmos- 
phere of extreme political tension, an increase in rates 
a not in any case be expected to have any great 
etficacy either as a magnet for the attraction of foreign 
de posits to this country or as a deterrent on the with- 
drawal of existing deposits. From this point of view 
the actual rise would in any event have been completely 
futile, as movements of liquid capital are determined not 
by relative interest rates alone, but far more by forward 
exchange differentials—and the premium on the for- 
ward dollar was allowed to widen (despite some control 
intervention in the market) to the point at which dollar 
swaps offered a return competitive with that obtainable 
on Treasury bills, even at the higher bill rates. 


The Exchange Account’s gold holding as at March 31 is estimated 
at £390-£400 millions, indicating a loss of some £30 millions since the 
large transfer was made !n January. 
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WHILE our adverse balance on current account must 
admittedly be a cause of concern, surely few people 
. nowadays would suggest using the dis- 
een credited nineteenth-century technique of 
— deflation and higher interest rates simply 
Bill Rates to correct an outflow of capital. To deal 
with capital movements, more direct forms 

of control can alone be effective. There can be even 
less reason for permitting a rise in short-term interest 
rates when, as we have seen, the exchange aspect of the 
crisis has definitely been secondary to its effects on the 
purely internal banking situation. The chief reasons 
for the rise undoubtedly were on the one hand the sharp 
decline in purchases of bills on the part of the banks, 
which as usual in times of crisis have been allowing their 
bill portfolios to run down in order to strengthen their 
cash reserves, and on the other hand, the discount mar- 
ket’s lack of any assurance that an alternative outlet for 
bills would be provided by the authorities except at 
penal rates. These factors showed themselves in a 
steady decline in total applications for Treasury bills 
from £73,770,000 on March 17 (the last of the “ normal ” 
tenders), to £51,315,000 on April 14, by which date the 
allotment rate had been allowed to shoot up from a shade 
over Ios. to no less than £I IIs. 2.37d.—by far the high- 
est rate since the very beginnings of the cheap-money 
period in 1932. As in September, the authorities seemed 
quite content to follow the rise in market rates. From 
time to time there was some special buying of bills on a 
fair scale, but until the peak had been passed this was 
limited to short-dated maturities. Moreover, it had the 
incidental effect of completely denuding market port- 
folios of the end-June bills, which are essential to the 
banks if a severe money squeeze is to be avoided at the 
turn of the half-year. In any event, mere special 
buying of bills (particularly at rising rates) cannot of 
itself be an adequate corrective in a situation of this kind. 


WHILE the attraction of outside funds into dollar swaps 
and the financing of gold arbitrage played some part in 
F ‘ the increase in rates, the root cause of the 
Higher reduced demand for bills was the curtail- 
Bank Rate ment of buying on the part of the banks. 
This in turn was due to the reluctance of the 
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authorities to supply the banks with the additional cash 
needed for the strengthening of till-money reserves at a 
time of acute uncertainty in the political outlook. The 
scramble for liquidity was made all the more intense by 
the fact that the crisis arose precisely when notes were 
being withdrawn into circulation by the public for 
Easter holiday spending, and when a moderate loss of 
foreign deposits was causing a further drain of bank 
cash out of bankers’ deposits at the Bank of England 
into public deposits. On the most orthodox theory there 
is no reason why this heightened demand for liquidity 
should not have been satisfied by the temporary creation 
of abundant cash supplies—indeed, that is the orthodox 
policy for meeting an internal drain. If the discount 
market could have been sure that Bank Rate would in 
any event remain unchanged at 2 per cent. the rise in 
rates would automatically have been checked at the 
point at which the 2 per cent. Bank Rate became 
effective. Unfortunately, the discount market in 
deciding upon its tender rate did not have the benefit of 
any such assurance. This being so, there was inherently 
nothing to prevent market rates rising beyond the 2 per 
cent. level and so forcing a rise in Bank Rate. 


It would be difficult to over-estimate the harm done by 
thus allowing confidence to be undermined in the con- 
tinuance of the cheap-money policy, which 

ae in a general way Sir John Simon re- 
Impeded affirmed only two weeks ago. At some 
stage after an actual outbreak of hostilities 

it might conceivabiy become necessary to raise Bank 
Rate in order to attract a sufficient volume of savings 
into active employment. It is of the first importance 
to remember, however, that the terms on which Govern- 
ment loans can be floated depends more than upon any 
other factor on the rates which borrowers expect to get 
in the future. In the past few months the authorities 
seem deliberately to have impeded their own financing 
programme. By allowing the banking system’s bill 
portfolio to be reduced to starvation levels early this 
year, they ruled out any possibility of a defence loan 
being floated under the favourable conditions brought 
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about by the political lull of February and early March. 
For all that, if in this period the public departments had 
used some of their enormous holdings of Treasury bills 
for the dual purpose of improving the banking system’s 
liquidity and imparting a healthier tone to the gilt-edged 
market, that market would have been much better 
placed to withstand crisis conditions. 


THE clearing bank averages for March reveal the effects 
of the Treasury bill famine at its worst. As _ will 
be seen from the table below, discounts 
4 _ dropped by a further £21.6 millions to 
Up Again 4190.3 millions, the lowest figure for many 
years, though call loans showed an increase 

of £3.7 millions to £141.4 millions: 


CLEARING BANK AVERAGES 


March, February, March, Change on 
1939 1939 1938 year 
£m £m {£m {m 
Deposits 2,152°2 2,176°3 2,253°7 — I0I°5 
Cash ne ~» 23204 242°7 244°2 11°8 
Money at Call ek I4i°4 137°7 150°4 90 
Discounts .. ot 190°3 21I°9 238:6 48°3 
Investments SG OII-oO 616-7 634-0 : 23:0 
Advances... .. 988-6 977°4 995°2 6-6 


Since the cash holding was also reduced by 
£10.5 millions, the liquid assets ratio (of cash, call 
money and bills combined)—which the banks do not 
like to see fall below 30 per cent.—declined to 25.3 per 
cent., by far the lowest figure touched, at any rate since 
the beginning of the cheap-money period. On the other 
hand, the combined ratio of investments and advances 
rose correspondingly to the high figure of 74.5 per cent. 
For the fourth month in succession advances showed a 
strongly rising tendency, the jump of £11.2 millions 
making a total rise of £26.9 millions since November. 
This rise is an obvious reflection of the increasing 
demands now being made upon the banks to finance 
rearmament work. Since the total of such advances is 
now estimated to be not less than £50 millions, it would 
appear that ordinary commercial advances, notwith- 
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standing the recovery in trade since the winter, have 
declined slightly. Despite the shortage of liquid assets, 
the increase in advances was offset to the extent of only 
£5.7 millions by a contraction in investment holdings. 
But these showed a decline of £23 millions on the 
year, although advances were also lower by 
£6.6 millions. It is probable that the decline of 
£101.5 millions in deposits is no more than commen- 
surate with the intervening loss of foreign deposits, so 
that there has been no deflation of domestically held 
deposits. On the other hand, the cash ratio of 10.80 per 
cent., though comfortable by normal standards, was 
lower than that maintained a year ago, when political 
conditions were much less threatening. And _ this 
shortage of cash (especially when taken in conjunction 
with the low levels of other liquid assets) is potentially 
deflationary. 


AT the date of the National Bank of Egypt’s meeting 
(which is fully reported elsewhere in this issue of THE 
Reveti BANKER) the Egyptian Government's pro- 
Conn te posals as to the future of this institution 
Proposals ad not yet been made public. The 
bank’s present charter expires in 1948 

and the central question is whether a new charter can 
satisfactorily be drawn up which would make the bank 
an official central bank for Egypt—for although the 
bank already carries out many of the functions of a 
central bank, both its privileges and its responsibilities, 
as Sir Edward Cook pointed out, rest on no assured or 
statutory basis. While the present position is thus not 
entirely satisfactory either to the Government or to the 
bank, Sir Edward was able to indicate in this speech that 
a patient study of the question at issue had shown that 
a solution satisfactory to both parties should be possible. 
At the time of writing it had not yet been announced 
whether the Government’s proposals are acceptable to 
the Board, but in general they would seem to offer the 
basis for such a solution. The principal changes pro- 
posed for the renewal of the present charter for 40 years 
are that the Board should have an Egyptian majority 
by 1945, that three new Egyptian directors should be 
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co-opted before the new statutes were voted, and that 
the local recruiting of the bank’s staff be confined to 
Egyptians. For the London Committee a body would 
be substituted resident abroad. 


WHEN the Government’s Bill “ to declare and amend the 
law as to the making of advances by building societies ” 
and cognate matters was introduced to 

The Parliament Mr. Roland Bird’s survey of 


= building societies in last month’s issue of 
Bill THE BANKER was already in the press. The 


Bill, which was given its second reading on 
April 19, is a sensibly designed measure. It covers the 
main points of Mr. Bird’s criticisms and has already been 
accorded strong support in principle by the Building 
Societies Association. Its primary object, of course, is to 
put beyond doubt the legality of mortgage advances sup- 
ported by collateral security, both retrospectively and in 
the future. But the Bill proposes strict conditions for 
collateral business in future. Legal collateral is to be 
restricted to six types, though these include all the forms 
now generally accepted by building societies. The most 
important, to which the Borders case has attracted wide 
attention, is the Builders’ Pool, which the Bill prefers to 
define as a “continuing arrangement.” The mortgage 
advances supported by the security of a builders’ pool 
and guarantee are not to exceed 95 per cent. of the 
amount of the purchase price (the criterion, it will be 
noticed, is not appraisal value), of which the excess 
advance, supported by collateral, is not to exceed 20 per 
cent. These proportions conform to the standards 
observed by the majority of well-managed societies. 
Strict rules for the release of collateral security as the 
advance is repaid are introduced. Again, where colla- 
teral security is accepted by the societies, they must give 
notice of the fact to the borrowing member, unless they 
wish to imperil their security. On the question of warran- 
ties, the Government has stopped well short of Miss Ellen 
Wilkinson’s Bill, which seeks to place the responsibility 
for the quality of houses purchased with the assistance of 
building society loans upon the societies themselves. 
Instead the societies are to be assumed to give a 
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warranty, unless they inform the borrower in writing 
that the making of the advance implies no warranty. 
Any suggestion by a person interested in the sale 
of a property that the making of an advance implies 
a warranty will be illegal, and the offering of commis- 
sions by societies for the introduction of business is, 
apparently, to be stiffly penalized. Careful examination 
of the scope of the restriction on commissions may be 
necessary, however, in view of the considerable volume 
of legitimate agency business carried on by estate agents 
and solic itors, which deserves proper payment. In 
general, however, the Bill is to be welcomed. It should 
end all existing uncertainty regarding collateral business. 
And it imposes, from without, a sensible degree of con- 
trol which should go far to remove the danger of com- 
petitive excesses within the movement. 





The Valuation of Gilt-Edged 


ROM more than one point of view the gilt-edged 
EF market might not unreasonably claim to be the 

very heart of the City. Forming as it does an 
essential link between the world of banking and that of 
the Stock Exchange pure and simple—between high 
finance and company finance—its operations are of vital 
concern to every financial interest in the country, from 
the Treasury down to the private investor. In iis daily 
and hourly task of assessment of British Government 
credit it must take within its purview the whole field of 
industry, finance and politics, not only at home but 
throughout the world. No market is more sensitive to 
current developments in their widest sense; so that if it 
is sought to ascertain the reactions of the City (and 
ultimately of the country as a whole) to any event of 
major importance it will be found concretely and con- 
cisely expressed in the movement of gilt- edged prices. 
No apology is needed, therefore, for taking as the central 
theme of an entire series of articles the factors which 
enter into the valuation of gilt-edged. It might, 
perhaps, be asked why a problem so apparently simple 
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should call for such extended treatment. For purposes 
of valuation, a gilt-edged stock is nothing more than a 
symbol representing a stream of dividend payments 
extending over some future period, whose length may 
be definitely fixed, or indeterminate within wide limits 
(as in the case of a stock with optional redemption dates), 
or in theory infinite (as in the case of an irredeemable 
stock such as Old Consols). As such, gilt-edged are com- 
pletely on a par with any other capital instrument 
producing a stable annual return, and it might be 
thought that the problem of their valuation could be 
reduced to the simplest terms. In the case of British 
Government securities, for example, the continuance of 
the dividend income can be considered absolutely 
assured, so that even the element of uncertainty of 
return, which enters into the valuation of almost every 
form of capital asset, may seem to be excluded. Their 
market value, in other words, can be defined quite 
simply as the amount of present purchasing power 
which a marginal buyer can be induced to give in 
exchange for the stream of future income which the 
stock represents. 

Unfortunately, this broad generalization covers a 
multitude of practical complications. In the determina- 
tion of market prices the factor of uncertainty at once 
creeps back into the picture; for if the annual return 
from a gilt-edged holding is both fixed and secure, this 
itself implies that its capital value is bound to fluctuate 
—and the uncertainty of such fluctuations in the future 
is one factor influencing present prices. Nor can the 
return on the stock be regarded as absolutely fixed, since 
even in the case of British Government securities, which 
may be considered free of any credit risk, the actual 
return to the holder may be varied by changes in taxa- 
tion, which introduce another element of uncertainty. 
The following articles, too, discuss a great number of 
special considerations which must be taken into account 
—questions of varying length of life and coupon rates, 
of rateable values and industrial prospects in the case 
of municipal stock, of political and exchange risks in the 
case of some oversea securities such as certain Indian 
stocks, institutional factors such as the mechanism of 
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control of the market operated by the Treasury, and the 
Treasury’s policy itself. 

In the present article it is proposed to discuss some 
of the more general influences affecting the valuation of 
gilt-edged. Fundamentally, this is nothing more or less 
than the whole problem of the rate of interest—indeed, 
the long-term rate of interest is invariably defined as the 
yield on Consols—and it would be difficult to find a 
more complex or controversial subject in the whole field 
of economics. In a short article, naturally, there can 
be no question of discussing the thorny fundamental 
problems involved. All that can be done is briefly to 
indicate some of the more important general considera- 
tions and consider to what extent they have been opera- 
tive in determining gilt-edged prices during the past few 
years. 

One important factor is obviously the efficiency of 
the gilt-edged market itself. Mr. Keynes has accus- 
tomed us to thinking of interest as a reward for the 
sacrifice of liquidity (rather than of present income or 
consumption). But a purchase of securities does not, 
if there is an organized market in existence, imply 
parting with liquid assets irrevocably and for aye. 
Holders have the option of regaining liquidity by a sale 
of securities in the market at any time they choose. 
Thus the level of prices at any time—which is almost 
equivalent to saying “the rate of interest ”—necessarily 
depends to a considerable extent on the value attached 
to that option. Ifa holder can depend on being able to 
realize at any time without too severe a sacrifice in price, 
the mere existence of the market permanently helps to 
maintain prices at an immeasurably higher level than 
would otherwise be possible—which is not to say that 
prices will not suffer if for any reason, such as fear 
of war or credit stringency, higher premiums are 
placed on liquidity. If disastrous falls in price do 
occur (still more, if large holders find it physically 
impossible to liquidate their holdings in time of 
need) this must set up a continuing tendency towards 
higher interest rates. The question is, therefore, 
whether the authorities should allow them to occur. 
Support for the market is admittedly the same thing 
as a creation of credit; and the conventional argument 
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is that, if a holder of gilt-edged were to be enabled 
to turn his holding into cash at any time without 
loss, the Government might just as well borrow 
upon Treasury bills in the first place. That is a 
perfectly valid reason for refusing to support the market, 
for example, in the middle of an inflationary boom ; but 
it has yet to be shown that anything is gained by 
allowing periodic liquidity crises due to purely external 
causes to undermine the basis of Government credit. 


Of particular interest are the factors which tend to 
produce regular fluctuations in what Mr. Keynes would 
call liquidity-preference,* and therefore in gilt-edged. It 
is difficult to give a description of a typical trade cycle 
in terms acceptable to all schools of thought, but the 
following would probably be widely accepted as an out- 
line of the processes at work. After a period of 
depression, an improvement in business confidence 
takes place ; business men expect to make higher profits 
—there is an increase in the “ real rate of interest” and 
a decrease in liquidity-preference. Market rates of 
interest (particularly the rate on bank advances) do not 
immediately rise pari passu with the rise in the real 
rate, so that there is an expansion in bank advances and 
consequently a rise in prices. (Alternatively, the 
increased velocity of circulation of existing bank 
deposits which reflects the decrease in _liquidity- 
preference is alone sufficient to raise prices). This 
generates an inflationary boom, which at some stage is 
checked by a rise in Bank Rate to protect the gold 
reserve. (Alternatively, the boom breaks and interest 
rates rise because bank cash ratios become strained and 
the expansion in credit is thus brought to an end.) A 
period of credit stringency and high interest rates super- 
venes (the crisis), to be followed by a prolonged period 
of low interest rates (the depression) due to the absence 
of demand for credit (the real rate of interest has fallen 
once again below market rates). 

This sequence of events obviously gives rise to four 
phases. In the first phase (improving confidence) gilt- 
edged and equities will rise side by side. In the second, 
boom period of rising prices and Bank Rate, gilt-edged 


* See the ‘‘ General Theory of Employment,’’ passim. 
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will begin to fall while equities continue to rise. With 
the collapse of business confidence and the general 
scramble for liquidity during the crisis both gilt-edged 
and equities will fall, while the subsequent period of 
depression (low incentive to active investment) will bring 
a recovery in gilt-edged before that in equities. 

In the traditional idea of the trade cycle just out- 
lined, the rise in Bank Rate during the boom, by raising 
the return on forms of investment competitive with gilt- 
edged, and also by giving rise to fears for liquidity, is 
conceived as playing a large part in the scissors move- 
ment of equities and gilt-edged. The unique feature of 
the recent boom which culminated in the spring of 1937 
was, of course, the fact that Bank Rate remained 
unchanged throughout at the low level of 2 per cent. 
Yet gilt. -edged reached their peak as early as January, 
1935, whereas ordinary share prices, as measured by 
the Financial News index, continued to rise until 
November, 1936. It is, of course, obvious that there is 
no need of a rise in short-term interest rates to depress 
eilt-edged. A rising price level will be sufficient to bring 
about this result, even while considerable slack still 
remains in the banking system. On the one hand, the 
upward trend of ordinary shares associated with rising 
prices will tempt some holders of gilt-edged to switch 
into equities. On the other hand, the reduction in real 
income resulting from the higher commodity prices may 
induce some liquidation of securities by members of the 
rentier class. Once the banks become fully expanded, 
of course, gilt-edged prices will tend further to be 
depressed by liquidation to enable the banks to accom- 
modate a further expansion in advances—or by the fear 
of such realizations. In one respect, indeed, it is not a 
rise in short-term interest rates but their failure to do so 
which is bearish for gilt-edged. For by encouraging the 
expansion in bank advances, the lower rates will tend 
correspondingly to increase bank unloading of invest- 
ments and so transfer pressure to the long rate. Thus 
the behaviour of gilt-edged during the “2 per cent. 
boom” comes as a useful reminder that there is nothing 
so very paradoxical about the so-called ‘ Gibson 
paradox ”"—namely, the remarkably close correlation 
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over an extremely long period between wholesale prices 
and gilt-edged yields.* 

These brief remarks must suffice to indicate the 
typical influences which arise out of the normal trade 
cycle affecting gilt-edged from the side of the domestic 
credit situation. The establishment of the Exchange 
Account provided a mechanism which can in theory be 
operated almost completely to insulate the structure of 
interest rates against movements of capital into and out 
of the country. If, however, a foreign buyer of sterling 
uses his funds to purchase gilt-edged (or other real assets 
the supply of which, unlike Treasury bills, etc., cannot 
be increased by the action of the Exchange Account) it 
may not be possible entirely to prevent some disturbance 
of gilt-edged prices. To see how this works, we may 
assume for the sake of simplicity that in the first instance 
a foreign buyer of £10,000,000 of sterling leaves his 
money on bank deposit. If a policy of insulation is 
correctly followed, the Exchange Fund must finance the 
accompanying influx of gold by a sale of Treasury bills 
to the banking system, thus creating £10,000,000 of 
additional deposits which can be placed at the disposal 
of the foreigner without in any way affecting domestic 
holdings of bank deposits or other assets. To prevent 
this increase in deposits from lowering cash ratios 
£1,000,000 of bills must be sold to the central bank to 
enlarge the credit base. 

Suppose, now, that the foreigner uses his bank 
deposit to purchase gilt-edged securities. To 
prevent this transaction having an expansionary 
influence (by lowering long-term interest rates and 
permitting the additional deposits created for the foreign 
holder to trickle into the domestic circulation) the 
authorities must reduce bank cash to its former level. 
Provided the banks work to a fixed cash ratio, this will 
induce them to contract deposits also to their former 
level by liquidating £10,000,000 of assets. Only if they 
do this by selling securities will the position be roughly 
the same as before the influx of foreign capital. Gilt- 
edged prices as a whole will then be unchanged (foreign 
buying of £10,000,000 will have been supplied by bank 

* See Keynes, “ Treatise on Money,’ Vol. I. aie ae 
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sales of £10,000,000), but there will have been some 
redistribution of deposits between different domestic 
holders and also a change in the composition of bank 
assets—the banks will be holding Treasury bills in place 
of securities. All of which may have secondary reper- 
cussions on the gilt-edged market. Provided, however, 
that a foreign demand for gilt-edged is supplied by the 
banking system and not by the public (and, conversely, 
that any foreign selling is taken up by the banks to 
replace their losses of money-market securities—perhaps 
a less plausible proposition in practice), gilt-edged prices 
in general should be little affected by movements of 
foreign capital. This is, of course, only one case of 
the general proposition* that strict insulation can 
be achieved only if “(z) incoming gold is financed 
by the banking system and not—even indirectly 
—by the public, and (2) the method of finance 
is adapted to the form in which the foreigner 
wishes to hold his sterling assets.” It is when 
a policy of insulation is not followed that international 
capital transfers may have serious repercussions upon 
gilt-edged prices. As we all know, up to a year 
ago there were entering the country large quantities 
of foreign capital (including in this term the London 
funds of central banks in the sterling area), the 
. owners of which to a large extent desired to hold 
Treasury bills. Yet on balance the tender Treasury bill 
issue was actually reduced.+ Hence domestic holders 
were denuded of liquid assets to the extent not only of 
the actual contraction in the Treasury bill issue but also 





* See ‘‘ The Technique of Insulation,”’ by W. Manning Dacey, in 
THE BANKER for October, 1938. 
+ At the end of 1932 the outstanding tender Treasury bill issue 


was {661.1 millions. In succeeding years the outstanding totals 
were: 
fm {m 
1933 -- 597.0 1936 .. 609.0 
1934 .. 449.6 1937 .-. 622.0 
1935 -- 505.0 1938 .. 488.0 


The full extent of the Treasury-bill famine created by the funding 
operations showed itself only in March this year, when as a result of 
heavy gold losses the tender issue at its seasonal lowest was reduced 
to £346 millions, the lowest figure for a decade. 
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of the increase in “foreign” holdings. This fall in the 
Treasury bill issue was brought about (a) by the issue 
of funding loans (which meant that indirectly the influx 
of gold was being financed by the issue of long-term 
securities to the public, instead of Treasury bills to the 
banking system) and (b) by using the net receipts of the 
extra- budgetary funds (i.e. cash paid over by the public 
in unemploy ment insurance contributions, etc.) in- 
directly to finance gold. As Mr. Keynes pointed out 
early in 1938* these ‘operations must necessarily exert a 
depressing effect on gilt-edged prices. 

Considerations of liquidity and liquidity-preference, 
such as those touched on above, play a necessary part 
in any approach to a thorough understanding of gilt- 
edged pricing. At the same time, the picture would 
remain a mere outline sketch if the whole institutional 
framework of the market were left out of account. 
Factors such as the Treasury’s control of the market and 
the varying preferences of different types of holders, due 
to income-tax and other factors, are dealt with elsewhere 
in this series. It is here proposed merely to refer briefly 
to the importance for the market of the so-called institu- 
tional buyers. The graph on p. 168 and the table 
opposite show movements in the securities holdings for 
some years past of the clearing banks, the insurance 
companies and the more important of the extra- 
budgetary funds. It will be seen that since the end of 
1931, bank investments have risen on balance by 
£285 millions—though this represents a decline of 
£60 millions from the peak figure touched in February, 
1937.  Insurance-company holdings have risen by 
£124 millions, and the holdings of the more important 
extra-budgetary funds by no less than £260 millions, 
of which £180 millions were added in the three years 
[935 to 1937. During 1938 there was probably a further 
rise of some . £40- 50 Tillions. The importance of the 
support afforded to the market by the steady absorp- 
tion of the extra-budgetary funds, and the measure of 
control which this confers upon the Treasury, will need 
no stressing. 

* See ‘‘ Mr. Keynes and the Exchange Account,”’ by W. Manning 
Dacey, THE BANKER, April, 1938. 
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At the same time, a mere glance at the chart of the 
movements in Consols is sufficient to show that the 
course of prices has by no means been determined, or 
even dominated, by the influence of institutional buying 
even on this heroic scale. The rapid recovery in 
Consols’ prices from 1932 to 1934 was obviously asso- 
ciated with the enormous expansion over the same 
period in the banks’ holdings (as well as those of the 
insurance companies). But it must be remembered that 
at the same time the introduction of cheap money, that 
made possible that expansion, was helping to bring 
about a marked revival in business confidence which 
would undoubtedly have caused some recovery in 
prices even without the mechanical aid of the actual 
absorption of securities by institutional investors and the 
extra-budgetary funds. 

Gilt-Edged Prices Related to Change in Holdings of 
Banks, Insurance Companies and Extra-Budgetary 


Funds. 
Change in Holdings of :— 
’xtra- 
Change in Insurance budgetary 
Consols* 3anks Companies Funds} Total 
fm {m fm fm 
1931 be 4g L12 28 —62 — 22 
1932 -. +207 +-Ig2 +-33 1 I 226 
1933 -. + +93 +-51 32 +176 
1934 .. +16 +-29 +-20 -48 + Q7 
1935 a - 475 II 14 +58 1 83 
1936 a - 2h +25 6 74 +-105 
1937 . 9% 25 +10 +49 a 
1938 +s = 4yp I - = vie 


* December averages compared. 

+ These figures do not relate strictly to calendar years, owing to the 
varying dates to which returns are made up, but this is of minor 
importance. 


Indeed, once the initial impetus of this revival in con- 
fidence had spent its force, there was no further 
improvement in prices during 1933, even though the net 
absorption of the institutional buyers in that year still 
amounted to the enormous total of £176 millions. On 
the other hand, when the recovery in industry finally 
got under way in 1934, the fresh stimulus to confidence 
was associated with a rise in the price of Consols by 
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more than 16 points, even though in that year the net 
acquisitions of the institutional buyers had fallen back 
to £97 millions. Moreover, gilt-edged prices passed 
their peak in January, 1935, whereas the investment 
holdings of the banks continued to expand until 
February, 1937. Throughout the decline of 1935 and 
1937 the market was thus still receiving considerable 
institutional support from the banks and other quarters. 

The break in the market in 1935 had its origin mainly 
in the feeling that the banking system was now once 
again more or less expanded and that a further improve- 
ment in trade must necessarily bring with it a rise in 
interest rates. In the event, the continued expansion 
in bank advances—to their March, 1938, peak—did 
not on this occasion cause any significant unloading of 
bank investments. Up to the end of 1938 these were still 
approximately at the same level as that at the beginning 
of 1935, though there was, no doubt, correspondingly 
greater liquidation than in previous trade cycles by 
industrial companies, who were using their liquid 
reserves to finance themselves the expansion in trade. 
The collapse of the gilt-edged market in the spring of 1937 
was, however a normal reaction during the inflationary 
boomlet which collapsed in April of that year. And it 
will be seen that it was much more severe than the further 
decline since the beginning of 1938, which reflected 
chiefly the deterioration in political conditions, any fears 
of strain on the banking system having by that time 
been removed by the recession in trade. The course of 
gilt-edged prices since the beginning of the cheap-money 
era can thus be traced to the most widely varying causes. 
On the upswing these were chiefly the special stimulus of 
the cheap-money policy and the general improvement in 
confidence in the early stages of recovery; on the down- 
swing they range from the development and collapse of 
inflationary conditions, the Treasury’s miscalculation in 
floating the second Defence Loan and later the succes- 
sion of political crises. But all may be classified as 
changes in liquidity-preference or the cause of such 
changes. 
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Appendix 


Extra-Bud getary Funds 


THE BANKER is indebted for the table below to 
Mr. N. F. Hall, Director ot the National Institute of 
Economic and Social Research, who appends the 
comments which follow: 


HOLDINGS BY CERTAIN EXTRA-BUDGETARY FUNDS OF 
NEGOTIABLE GOVERNMENT AND GOVERNMENT-GUARANTEED 
SECURITIES (EXCLUDING TREASURY BILLS), 1930-37 
Nominal Value, in / millions 


1930 1931 1932 1933 1934 1935 1936 1937 

Post Office Savings Bank 
(31st Dec.) xis 
Trustee Savings Banks 
(zoth Nov.) .. 53 
National Health Insurance 
Funds (31st Dec.) -- 108°8 109°4 III*I 112°8 117°O I19°5 122°2 124°6 
Treasury Pensions Ac- 
count (31st March in 
following year) oa 
Unemployment Insurance 
Fund (31st March in 


158°2 124°2 129°9 157°6 190°3 224°7 262°7 294°9 


71°9 48°3 47°2 55°7 6374 76°4 89°8 102+3 











following year) ey 9°6 23°2 42°2 41-0 
ToTaL .. ++ 385°5 323°6 324°5 350° 403°7 461°5 535°3 584°2 
of which: 

24% Consols «+ 50°7 50°7 38°8 36°9 35°5 38°8 39°2 39°4 

34% Conversion 
Stock a va 9°6 5§°§ 67 32°38 35°2 32°38 32°8 36°3 

Local Loans 3% 
Stock is -- 99°6 85:6 84:0 90°6 97°9 II5*I 134°3 136°7 

Guaranteed 3% 
Stock “a ~- 55°O 54°0 53°4 53°90 52°6 52°6 52°6 52°5 
34% War Stock — - I2°4 34°6 58°7 65:7 78:8 87-0 
3% Funding Stock.. 4°6 28-1 45°8 47°0 


The Post Office Savings Bank and the Trustee 
Savings Banks between them financed the whole of the 
deficit on the Unemployment Insurance Fund in the 
years 1930-33. This had an indirect effect on the capital 
market, because (a) it obviated the necessity of further 
direct borrowing by the Government to finance the 
deficit, and (6) it involved the unloading by the Savings 
Banks of considerable blocks of securities in order to 
enable them to finance the deficit. This explains the 
decline in the total shown from £385.5 millions in 1930 
to £323.6 millions in 1931. 


Q 
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The stocks enumerated are the more important stocks 
held by the funds. They also hold practically every 
other stock in issue, as well, of course, as very large 
quantities of non-negotiable securities, such as advances 
under the Trade Facilities Act, advances to the Local 
Loans Fund and the Unemployment Insurance Fund, 
Post Office Annuities (i.e. capital raised by the Post 
Office for construction purposes), and moderate 
quantities of Treasury Bills. 

The five funds mentioned by no means exhaust the 
list, but their absorption of gilt-edged securities far out- 
weighs that of all the other extra-budgetary funds 
together. It would therefore serve little purpose to 
extend the list, but the following note of the holdings of 
various individual funds in 1937 may be found of use: 


HOLDINGS OF NEGOTIABLE SECURITIES 


Date £ million 
Public Trustee .. aie si ni ly 31/3/38 59°5* 
Queen Anne's Bounty .. se as ~. 31/12/37. 45-50T 
Ecclesiastical Commissioners... a <s SE MOsS7 33°03 
Treasury Pensions Fund ie sid a 31/3/37 18+ 4§ 
West African Currency Board .. Pe -. * 30/6/37 16°8 
Local Loans Fund o o* aa as SE/3 35 Se 
National Debt Commissioners .. - ~ 31/3/38 4°0* 
) > > »/27 722 
P.O. k und a a - oa ay 31/3/37 3°3 
Palestine Currency Board ” RG a 31/3/37 2°9 
East African Currency Board .. da ae 30/6/37 I°6 


* Unspecified. 

¢ Of which at least £37-6 millions in 3°, tithe redemption stock. 

t Of which {11-3 millions in 34% Conversion Loan and £9-9 millions in Local 
Loans Stock. 

§ Of which {9-4 millions in 5% Conversion Loan. 

Of Local Loans 3% stock. This fund also held some Treasury bills. 

“ Representing unclaimed stocks and dividends and unclaimed redemption 

money. 


Thus at the end of 1937 the total holdings of 
negotiable Government and Government-guaranteed 
securities, excluding Treasury Bills, by various Govern- 
ment Departments (usually called Extra-Budgetary 
Funds) amounted to rather more than £700 millions. 

This calculation takes no account of any securities 
held by any funds not specifically mentioned above, 
particularly the Issue Department of the Bank of 
England and the Exchange Equalization Account. 
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Treasury Control of the Market 
By Paul Bareau 


HEN we think of Treasury control of the gilt- 
\X/ edged market our minds naturally turn back 
to the War Loan conversion of 1932, which was 
at once the first and the greatest of its triumphs. This 
operation had even greater significance than that 
suggested by its colossal size—the conversion of 
£2,080,000,000 of stock, or about one-third of the total 
internal national debt. It owed this significance to the 
fact that the carrying out of the conversion saw the great 
and perhaps the last clash of will between orthodox and 
authoritative opinion in the City on the one hand and 
the Treasury on the other. At this distance from the 
event it is breaking no confidence to say that all the 
advice which reached the Government from the highest 
quarters in the City at the time was that it would be 
extremely rash to attempt the conversion of this 
enormous mass of national debt in one operation and 
that if so bold a step were taken it would be not merely 
courting but ensuring disaster if the rate of interest 
chosen for the new stock were any lower than 4 per cent. 
The Treasury fought for a single big operation, and for 
conversion on a 33 per cent. basis—utterly out of adjust- 
ment though that yield was with the contemporary 
rating of British Government credit. The Treasury 
won the day and was vindicated up to the hilt in its 
decisions. From that day financial power in Britain 
had really shifted from Threadneedle Street to Whitehall 
and there crystallized a control by the Treasury not 
merely of the gilt-edged market but of the broader 
aspects of monetary, credit and exchange policy. 

Since the early months of 1932 the gilt-edged market 
may be said to have been subjected to the continuous 
control of the authorities (meaning by this term the 
Treasury rather than the Bank of England). Though 
there has been some element of compulsion about cer- 
tain aspects of the control mechanism—the embargo on 
foreign loans, for example—there has been nothing 
authoritarian about its general objectives. At no time 
has the operation of this control been incompatible with 


Q2 
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the real freedom of the gilt-edged market or with the 
essentially voluntary character of the operations that 
have taken place in it. If at times that control has 
seemed so much more effective than at others, if on occa- 
sions the Treasury has seemed to be able to dictate to 
the market the price at which it must subscribe to a new 
Government loan, while at others it has had to admit 
complete defeat, the reason has been not a change of 
tactics but a change of trend in the business cycle and 
therefore in the gilt-edged market itself. At the 
time of the War Loan conversion the Treasury, quite 
apart from any specific measure of control it may have 
applied, occupied a virtually monopolistic position in 
the capital market. Trade had hardly begun its 
recovery from the intense depression which began in 
1929 and the new-issue market had not stirred from the 
atrophy which followed this business collapse. The 
Treasury’s control of the gilt-edged situation at the time 
appeared, and was, masterly and omnipotent. It could 
hardly have been otherwise. This was by no means the 
picture of compelling power presented by the Treasury’s 
relation to the gilt-edged market when the first defence 
loan was floated in April, 1937. We were then at what 
seemed to be the inception of a boom spurred on by 
prospects of gigantic rearmament expenditure and as 
yet undeterred by the political fears and risks which 
that expenditure implied. The operation was a “ flop” 
of the first magnitude. In the words of one who knew 
exactly what the fate of the issue had been, the real 
question was not “How much of this loan did the 
public departments take up?” but “How did they 
manage to take it up?” In one case the Treasury in 
exercising its control was in fact pulling with the tide. 
In the other it was pulling against it and had to admit 
defeat. 

If we look back to this first manifestation of Treasury 
control of the gilt-edged market, the War Loan conver- 
sion, we are immediately made aware of the cheap- 
money policy as one of the main factors in that control. 
And that in its turn takes us back for the starting point 
of the control to September, 1931, and the abandonment 
of the gold standard. It was not so much the departure 
of sterling from the gold standard which in itself opened 
the door to the tremendous improvement in British 
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Government credit. That would be too paradoxical a 
statement altogether. The reason for that improvement 
was the liberation of our currency from gross and 
chronic over-valuation in the foreign exchange markets. 
With the severance of the gold link, sterling was able to 
find a more natural level of exchange value, the price 
of money could fall to a figure commensurate with the 
state of business depression in the country and the 
determination of credit policy was freed from its former 
semi-automatic relation to external developments. 
Allied with a fair adherence to orthodox principles of 
public finance, the cheap-money policy has in fact 
provided the technical and psychological background 
necessary to the successful operation of the Treasury’s 
control of the market. Bank rate was reduced to 2 per 
cent. simultaneously with the launching of War Loan 
conversion and has remained there ever since. The 
open market discount rate has been effectively kept at 
abnormally low levels—at least until recent interna- 
tional events disturbed the calm of the short loan and 
discount markets. Bank cash was steadily expanded 
and established at a figure which rendered possible a 
substantial expansion in the holding of gilt-edged securi- 
ties carried by the banking system. As part and parcel 
of this cheap-money policy, and of the shift in its control 
from the Bank of England to the Treasury, the 
Exchange Equalization Account was set up. Its 
primary objective may have been the ironing out of 
fluctuations in the foreign exchange market; but its most 
important incidental result was effectively to neutralize 
the effect on the credit position of massive movements 
of foreign funds into and out of this country. There can 
be no doubt that the low levels of short-term money 
rates have had a powerful effect on the gilt-edged 
market. The connection has, of course, been most 
apparent in the shorter-dated bonds, but it has spread 
throughout the list of Government securities. Though 
the margin between the extremes of yields in this list— 
the irredeemables on the one hand and Treasury bills on 
the other—has widened during the cheap-money era, 
the pull of cheap short-term money has none the less 
been most potently felt in the gilt-edged market through- 
out the past seven years. 

In this helpful framework of easy money the more 
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specific instruments of Treasury control of the gilt-edged 
market have found an atmosphere conducive to their 
success. These instruments have been the embargo on 
foreign loans, the control of most forms of competitive 
borrowing in the domestic market and, finally, the direct 
control exerted by the large-scale operations of the 
National Debt Commissioners in the gilt-edged market. 
The general objective of the control exercised through 
these various means has always been clearly apparent. 
It has obviously aimed at the maintenance of British 
Government credit at the highest possible standing. 
The Treasury has varied its tactics with changes in the 
gilt-edged situation and has adapted itself to the 
changing circumstances created by the incidence of 
maturities and the need for conversion operations. Its 
control has been most apparent during and immediately 
after fresh borrowing operations. 

The embargo on foreign loans dates from the moment 
at which we left the gold standard in 1931. That step 
was accompanied by a number of defensive measures 
which included a partial restriction of the freedom of the 
foreign exchange market and a complete ban on foreign 
issues. The restrictions on the foreign exchange mar- 
ket were removed in the following March but the ban 
on foreign issues remained—a decision no doubt 
prompted by the coming War Loan conversion, for 
which the preparatory work had already begun. The 
immediate objective of the fcreign loans embargo was 
to protect the exchange value of sterling. But it is evi- 
dent that it was also a powerful weapon for the control 
of the gilt-edged market. Directly, it had the effect of 
restricting competitive borrowing, and by reducing the 
effective demand for capital must have tended to 
improve the terms on which the favoured borrowers, 
and especially the Treasury, were able to satisfy their 
requirements. Indirectly, also, the support which the 
embargo gave to sterling must have had a beneficial 
influence on the rating of British Government credit. 
By underpinning the pound, the embargo played a 
powerful part in underpinning the gilt- edged market 
itself, encouraging foreign purchases of British Govern- 
ment stocks and helping ha provide that belief in the 
stability of the currency which is essential to the strength 
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of any market in fixed-interest-bearing securities. 
Subsequent variations in the working of the foreign 
loans embargo were, however, effected wholly with an 
eye on the exchange position. It was only as an inci- 
dental consideration—if at all—that their reactions on 
the gilt-edged situation were taken into account. 

In July, 1934, the ban on foreign issues was partially 
lifted to allow sterling loans to countries in the sterling 
bloc. By then the exchange position had improved 
considerably, the Exchange Equalization Account had 
accumulated an impressive gold reserve and the stimula- 
tion of trade with sterling bloc countries had become a 
point of major policy. In April, 1936, the Foreign 
Transactions Advisory Committee was appointed to 
provide an expert body which could have this problem 
of foreign issues under constant observation and which 
could study and advise on the technicalities of many 
proposais which lay on the fringes of the embargo. In 
February, 1938, the Committee was given official instruc- 
tions to view with greater latitude the applications 
coming before it. The exchange position at the time 
was superficially strong and official quarters felt that it 
would be preferable to acquire sound foreign securities 
which paid for their keep, and to encourage the repatria- 
tign of big blocks of sterling securities held abroad, 
rather than see barren gold accumulating in the reserves 
of the Exchange Equalization Account. Unfortunately, 
the underlying weaknesses of the exchange position soon 
manifested themselves. By December, 1938, therefore, 
the ban on foreign loans had to be reintroduced in its 
full vigour and in this form it remains to-day. 

More directly and immediately effective as an instru- 
ment of control over the gilt-edged market has been the 
restriction placed by the authorities on the freedom with 
which domestic borrowers have been able to approach 
the capital market. Simultaneously with the launching 
of the War Loan conversion on June 30, 1932, all 
domestic issues of capital were made subject to official 
sanction. The object was to allow the capital market 
to give its undivided attention to the gigantic operation 
which was then introduced. In August and September 
the issues of new capital in the United Kingdom fell, 
according to the calculations of the Midland Bank, to a 
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mere trickle of £72,500 and £17,000 respectively. In 
September, 1932, at the end of the conversion, the ban 
on domestic issues was removed, but official control was 
maintained over operations arising from the voluntary 
conversion of trustee securities. This meant that no 
borrower in the gilt-edged market could take advantage 
of the favourable conditions created by Treasury control 
to exercise optional conversion rights in respect of issues 
carrying a relatively high rate of interest. This did not 
mean that no such voluntary conversions were allowed 
to take place, but that each proposed operation was 
judged on its merits by the authorities and had to receive 
their sanction before coming on the market. 

In addition to this reference to the Treasury of all 
voluntary conversion operations, arrangements were 
also made for co-ordinating the flow of trustee borrowers 
to the capital market and for regulating the terms on 
which such approaches are made. These regulations 
remain in force to-day. Thus no trustee loan is made 
without the prior agreement of the Bank of England, 
which gives its sanction to the date, amount and terms 
of the operation. The first objective of this regulation 
is to prevent congestion in the market; but it is clear 
that the advice which the Bank gives to prospective 
borrowers is advice which in less euphemistic language 
might be termed dictation. No issuing house could 
disregard the advice of the Bank as to the timing of a 
trustee loan. Even if such an attempt were made, the 
flouting of the Bank’s fiat would make it impossible to 
underwrite the issue in the London market, or—given the 
co-operation between the Bank and the Stock Exchange 
—to obtain an official quotation for it. Nor would any 
issuing house consider for a moment proceeding with a 
loan on terms of which the authorities had disapproved. 
There have been several instances of such disapproval 
becoming a matter of public knowledge, of the borrower 
refusing to accept the terms suggested by the authorities 
and finding his accommodation in some quarter other 
than the long-term capital market. By prohibiting an 
unregulated utilization of the capital market by muni- 
cipalities, by controlling the order and the speed with 
which their borrowing and conversion operations can be 
effected and by virtually dictating the terms on which 











CONTROL OF THE MARKET 181 





they are made, the Treasury—acting through the normal 
mechanism of the City, namely, the Bank of England, 
the Government broker and the representative bodies of 
bankers, acceptance houses, discount houses, etc.—has 
been able to wield powerful control over the gilt-edged 
market as a whole. 

The most directly powerful weapon of such control, 
however, yet remains to be discussed. It is the invest- 
ment of the resources made available by various extra- 
budgetary funds.* The current accumulation of funds 
deposited with such institutions as the Post Office and 
Trustee savings banks are themselves a powerful lever 
for official operations in the gilt-edged market. In 
addition there are funds such as the Unemployment 
Insurance Fund—too numerous to be given in full detail 
—which in the aggregate represent an accumulation of 
resources such as to provide a most powerful weapon 
of control in the hands of the authorities. The timing 
of the expenditure of Sinking Fund allocations can also 
be regulated so as to exert its maximum effect on the 
market. Finally, there are certain funds permanently 
at the disposal of the authorities, funds which are nor- 
mally fully invested in gilt-edged securities, but which 
provide opportunities on a really large scale for the 
switching operations which are an essential part of the 
official control mechanism. The most important of 
these funds is the Issue Department of the Bank of 
England, which maintains a holding of Government 
securities equal to the fiduciary circulation, but which 
can and does change the composition of this holding 
very widely. Another such fund is the Exchange 
Equalization Account, whose sterling assets need not 
always be held in cash or Treasury bills. The Issue 
Department of the Bank has been by far the most im- 
portant single instrumental factor in the official control 
of the gilt-edged market. Within this holding of securi- 
ties fluctuating in accordance with changes in the 
fiduciary circulation from £200,000,000 to £400,000,000, 
it has obviously been possible to effect wide variations 
in distribution as between shorter- and longer-dated 
stocks. As it has always been possible to issue more 
Treasury bills in the market (here lies one aspect of the 


* And see pp. 170-174. 
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importance of the cheap-money policy) room could be 
made in such “ public departments ”’ as the Issue Depart- 
ment of the Bank for longer-dated stocks whose pur- 
chase was demanded by the exigencies of the gilt-edged 
market at the time. It is this public department which 
has provided the main repository for stocks such as 
National Defence Bonds, issued at a price so obviously 
out of adjustment with practical market requirements 
that it was necessary to “ nurse” the unsubscribed part 
of the loan for a considerable period. The extra- 
budgetary funds representing the investments of savings 
banks and self-financing social services now total around 
£800,000,000. In addition, the assets held by such 
funds as the Exchange Equalization Account and the 
Issue Department total over £800,000,000. It must be 
clear that the investment of these funds through the 
centralized agency of the National Debt Commissioners 
is a weapon of control which, effectively used, gives the 
authorities very considerable influence over the short- 
term trend of gilt-edged fluctuations. The policy which 
has guided the investment and switching of these large 
funds has in great measure been determined by the 
character of the liabilities of which they are the counter- 
part. The surplus of the Unemployment Insurance 
Fund, for example, must be invested in essentially 
short-term securities, since a change for the worse in the 
employment situation may call for some liquidation of 
the invested surplus in order to keep the fund liquid. 
There is a set policy of absorbing securities whose 
maturity is imminent, because the greater the proportion 
of a maturing loan held in public departments the easier 
it will be for the Treasury to impose its own desires when 
it comes to settling the conversion terms. Moreover, by 
this procedure of accumulating early-dated stocks, the 
inconvenience of large transfers and immobilization of 
credit occasioned by conversion operations is to some 
extent obviated. 

From the history of the gilt-edged market since 
Treasury control became a recognizable factor in its 
mechanism it is evident that this control has been 
operated with considerable skill and without causing the 
convulsions which the size of the resources at the dis- 
posal of the authorities might have created. At no time 
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. has the control been able to create a wholly artificial 
market. The broad trend of gilt-edged values has con- 
tinued to move in normal and orthodox correspondence 
with changes in the business cycle. The secret of the 
Treasury’s success has been its recognition of the limits 
to its power—knowing when it could dictate to the 
market, learning quickly when that condition had dis- 
appeared and being prepared to unload at a loss stock 
acquired at higher prices. The Treasury’s “control ” 
of the gilt-edged market has thus evolved as a typicaily 
British, efficient compromise between compulsion and 
the regard for a free economy. 





The Technique of Switching 


O the layman, British Government stocks may 
appear to form a single homogeneous group, 
differentiated from other and more mundane 
types of investment by the lofty character of the security 
which lies behind them. While this generalization may 
be broadly true from a standpoint which encompasses 
the whole investment field, it naturally has little interest 
for those whose operations lie within the boundaries of 
the Government list itself. For even on the most super- 
ficial scrutiny the homogeneity disappears. Once the 
common factor of Government backing is disregarded, 
the leading characteristic of gilt-edged stocks is seen to 
be their diversity—multiple, complex and even con- 
fusing. In any classification of this varied group, 
date, or length of life outstanding to redemption, 
must naturally be one of the leading criteria. But 
a distinction between “longs” and “shorts,” such as 
forms part of the stock-in-trade of all investment com- 
mentators, is far too crude. We must, for example, 
recognize a small but important group of medium-dated 
stocks bridging the gap between the “shorts” proper and 
long-dated stocks. Nor can length of life be the sole 
basis of distinction. Coupon rate—the nominal rate of 
interest attached to the bond—is a further factor of great 
significance to the investor which cannot be disregarded 
in any logical sub-division. 
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With these principles in mind, how may we best 
divide up the Government list? No more than a com- 
promise classification is possible, for even after a rough 
grouping has been made important differences within 
each class will inevitably remain. In the first group 
of “shorts” we must, of course, place the money market 
favourites: Treasury I per cent. 1939-41, Conversion 
4+ per cent. 1940-44, and Conversion 5 per cent. 1944-64. 
Moving on to stocks of somewhat longer life, we come 
to the group of low-couponed medium-dated issues: 
National Defence 23 per cent. bonds, 1944-48 (re- 
deemable by equal annual drawings between these two 
dates and thus enjoying an average life to 1946), Con- 
version 23 per cent. 1944-49, and Conversion 3 per cent. 
1948-53. All three, it will be seen, have less than 15 
years to run to their later and more probable redemp- 
tion dates. Then come the long-dated issues, which in 
turn must be sub-divided into two groups. First are 
the low-couponed stocks, including Funding 2# per cent. 
1952-57, National Defence 3 per cent. 1954-58, Funding 
2} per cent. 1956-61, and Funding 3 per cent. 1959-60. 
All are products of the post-1932 cheap-money era, and 
the rise in interest rates which has occurred since they 
were issued has brought their prices well below par. 
It is thus automatically assumed that redemption will 
take place at the later of the two optional dates attached 
to each. Unlike the shorts, they are favoured by the 
tax-paying investor, the private individual and the 
insurance company, who values the prospect of a sub- 
stantial capital profit to be made by holding them to 
redemption. 

This is one reason for differentiating them from the 
second sub-group in the long-dated category—the 4 per 
cents. Three stocks are included here: Funding 4 per 
cent., 1960-g0; Victory Bonds, redeemable by annual 
drawings up to 1976 and with an estimated average life 
of over 20 years; and 4 per cent. Consols, redeemable 
only at the Government’s option after 1957. Their cur- 
rent prices (even after the falls suffered in recent months) 
still stand above par, so that holders must take into 
account a material depreciation on their existing value 
if they are retained till maturity. On the other hand, 
their high present return, or “running yield,” renders 
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them attractive to some classes of investor. Experience 
has shown that the behaviour of this group in periods of 
fluctuating prices diverges significantly on occasions 
from that of the low-couponed stocks of the first long- 
dated category. At such times their movements 
resemble, in nature if not in scale, those of the 
irredeemables proper, the undated stocks callable 
only at the Government’s option, which comprise 
our final group. Unlike 4 per cent. Consols (also 
callable at the Government’s will) their prices 
are sufficiently below par to make the exercise 
of this option extremely unlikely in the foreseeable 
future. War Loan 34 per cent., redeemable in 
1952 or after, and Conversion 3% per cent., redeemable 
in 1961 or after, are, of course, much better placed in this 
respect than either 3 per cent. Locals, which have been 
callable at any time since 1912, or 25 per cent. Consols 
(Old Consols) redeemable at any time since 1923. Before 
1952 or 1901 it is conceivable that interest rates may have 
fallen sufficiently to permit a conversion of the 33 per 
cent. stocks to a lower basis. At present this may appear 
unlikely and by the same token it is all the more unlikely 
that circumstances will permit repayment of a 3 per cent. 
or a 24 per cent. stock. War Loan and Conversion 34 
per cent., though included in the irredeemable group, 
enjoy this contingent possibility of redemption to a corre- 
spondingly higher degree than Consols and Locals—a 
fact which has played a most important part in limiting 
the extent of their depreciation during the fall in gilt- 
edged prices which has taken place since 19306. 

These, then, are the major categories. We repeat 
that differences of importance still remain between stocks 
in the same group. Some suffer the disadvantage of a 
wide optional redemption date, so that the holder runs 
the risk of a very considerable extension in the prospec- 
tive life of his stock, should interest rates rise suddenly 
and bring its price below par. A security like Conver- 
sion 5 per cent. might, for example, be transformed from 
a “short,” redeemable in 1944, into a fully-fledged 
“long,” callable twenty years later. Similarly Funding 
4 per cent. might not be redeemed until 1990, instead of 
in 1960, while 4 per cent. Consols might on any serious 
decline in prices qualify for the completely irredeemable 
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class. On the other side, as supporting factors, regular 
drawings or the prospect thereof are enjoyed by both 
National Defence 23 per cent. and Victory Bonds, giving 
the certainty of a steady if piecemeal repayment at par, 
either now or in the near future. In the same way, there 
is the sinking fund operating in favour of Funding 3 per 
cents. On numerous occasions in periods of market 
weakness this issue, despite its date, has been sustained 
by the knowledge that a substantial buyer lies waiting in 
the background to pick up stock on favourable terms. In 
the political crises which have now become endemic, 
Funding 3 per cents. have led the resistance to capital 
depreciation. 

Within a collection of securities as richly varied as 
this we have described, opportunities for the cultivation 
of individual tastes and preferences are virtually un- 
limited. Almost any desired combination, involving the 
nicest balance of risk and income, of average life and 
redemption yield, of current income and future capital 
loss or gain, is to be had for the asking. To supply the 
portfolio most suited to particular requirements consti- 
tutes one of the major tasks of the expert in gilt-edged 
investment. To many, however, the mere choosing of a 
list to hold irrespective of major fluctuations in prices 
would appear an unduly passive conception of his réle. 
Classical doctrine has always recognized the advantage 
of switches between long- and short-dated stocks, to 
obtain the benefit of the differential effect on these groups 
of long-term trends in interest rates. The rule is to move 
from shorts into longs and irredeemables when interest 
rates are expected to fall and prices to rise, and vice 
versa when interest rates are expected to harden and 
prices to fall. A moment’s consideration will show the 
technical basis for such a policy. When the gilt-edged 
market is bullish, the rise in price of a stock which is 
shortly to be redeemed at par is obviously restrained by 
this fact. Any capital appreciation which it now enjoys 
will be lost when the imminent redemption takes place. 
The argument holds whether the stock is above or below 
par. In the first case the higher price means a bigger 
loss in the near future, in the second case it means a big 
reduction in the capital gain resulting from redemption. 
Precisely the reverse applies in bearish times such as we 
have experienced during the past year. The prospect of 








a aetea! 
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redemption in the near future tends to limit the extent of 
any decline in prices, since this will either be made good 
shortly if the stock stands below par, or will greatly 
reduce the annual loss to redemption if it stands above 
par. But theoretically there is no limit to the fall which a 
complete irredeemable may suffer, while dated stocks 
with a long life yet to run are only slightly less vulner- 
able. Any prospective capital gain (or reduction in the 
anticipated capital loss) to be obtained if such stocks 
decline is spread over so long a period as to make com- 
paratively little difference to their average yield, and 
hence to their investment appeal. 

While a policy of switching between shorts and longs 
to secure increased capital profits (or to diminish capital 
losses) thus has sound justification, it obviously suffers 
from one cardinal disadvantage. It is necessary to take 
a “view” about long- or medium-term movements in 
interest rates and gilt-edged prices in general, to commit 
one’s portfolio partly or wholly either to one group or 
another. Success, therefore, depends entirely on the ulti- 
mate accuracy of the view taken; nor can its outcome be 
decided for a considerable period of time, measured 
perhaps in years rather than in months. 

Quite a different policy of switching between gilt- 
edged securities is available to those who can undertake 
active operations in this field, and one which involves 
none of the dangers inherent in a prognostication as to 
the future of Government credit. Detailed observation 
of the market in Government securities has shown that, if 
pairs of stocks are taken, not too remotely separated in 
their ultimate redemption dates nor too different in their 
nominal coupon rates, their price relations over a long 
period of time are sufficiently constant—whatever the 
general trend of prices may be—for advantage to be 
taken of any variations from the normal relationship. 
The provision that highly comparable stocks must be 
taken is essential, since otherwise a long-term movement 
in interest rates would, as we have seen, bring about a 
growing divergence in their prices with no tendency for 
a return to the previous level. Fluctuations about the 
average no doubt occur—and it is these, indeed, that we 
wish to follow—but once the normal relationship is 
established we have immediately an instrument which 
tells us when any two stocks are out of line and which 
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should be bought or sold in anticipation of a reversion to 
more normal conditions. 


The procedure suggested is as follows. Two suitable 
stocks having been selected, the spread or difference 
between their prices is calculated daily and plotted in 
graph form. Interest (after tax) is deducted from the 
current price of each so that continuity is not disturbed 
by payment of the coupon, and the consequent change 
to ex-dividend quotations. In this manner a picture is 
obtained of the price relationship over a period between 
any pair of stocks, expressed in movements of a single 
line. The graph opposite shows two such pairs. The 
first gives movements in the price margin between 
Funding 3 per cents. and Funding 2? per cents. from 
January to June, 1938, and the second shows similar 
movements between Conversion threes and Funding 
threes in the first quarter of this year. (Though this 
second case compares a stock in the medium-dated with 
one in the long-dated group the results are sufficiently 
striking to merit attention.) In both examples, it will be 
seen, fluctuations of between one or one and a half points 
occur with some regularity. But there is no tendency 
for the margins either to widen or narrow progressively; 
the movements take place around a horizontal line repre- 
senting roughly the average or normal price difference 
between each pair of securities. Thus the average spread 
between Funding threes and Funding 2? per cents. is 
obviously one and a half points; that between Conver- 
sion threes and Funding threes is about 33 points.* 








* Other pairs of stocks which have shown themselves suitable in 
practice for this switching technique are :— 
Average 
difference 
in price. 
Points. 
Conversion 3% & Funding 24% ag cs Sc 113 
Funding 22% & Funding 23% 
Funding 3% & Funding 23%.. - a 7 74 
Funding 3% & Funding 23%.. I 
Victory 4% & Consols 4% . oe oh I 
Conversion 3% & National Defence 3% 7 ne 2 


There are, of course, many others. 


R 
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Now, if lines about one point apart are drawn equally 
on either side of the average they will touch or cross the 
major fluctuation in the price differences shown. These 
we have called the upper and lower switch lines. With 
these limits of normal variations marked out we can tell 
at once when either stock of the pair has reached a point 
at which further divergence from the average is unlikely, 
and from which in the past a recovery back to and 
beyond the norm has usually taken place. At such a 
point, one stock should be sold and the other bought, as 
shown in the graphs, and the latter held until such time 
as the margin has moved to the corresponding upper 
or lower switch line, when the process would be reversed 
—perhaps after an interval of only a few days, perhaps 
not till several months have elapsed. 

On each transaction a profit of approximately one 
point gross will have been registered, leaving more than 
half this sum as net gain after commissions have been 
paid. During the interval between the opening and 
closing operations, various actual price movements in 
the two issues may have taken place. Both may have 
risen in price, but the stock bought will have risen by one 
point more than the stock sold. In this case, the 
difference is pure capital gain. Or both may have fallen 
in price, but the stock held will have fallen by one point 
less than the stock sold. Here the “ profit” is actually 
the avoidance of capital loss. Or there may be a com- 
bination in varying proportions of capital gain and 
capital loss avoided. But whatever the precise form of 
the advantage gained the net effect is a one-point profit 
on each switch completed. 

This, then, is in brief outline the technique proposed. 
Obviously it is little more than a system of arbitrage 
operations designed to take advantage of temporary 
maladjustments in the relative prices of different stocks. 
The price fluctuations against which we hedge are those 
which arise simply from special factors which affect one 
stock of the pair more than the other, the result of 
temporary variations in the market demand for and 
supply of different issues such as may occur equally 
when prices are generally stable and when they are 
rising or falling. What special advantages, then, can be 
claimed for this method? In the first place it is largely 
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automatic. Its basis, admittedly, is a detailed vidi of 
normal price margins between different stocks. But 
once these have been ascertained and the switch lines 
marked out, no view need be taken about the actual 
trend of prices. This policy does not, however, exclude 
an orthodox programme of switching between longer- 
and shorter-dated stocks based on a forecast of future 
gilt-edged prices, since it is applicable to most issues, 
whatever the category to which they belong. But it might 
well be regarded as a substitute for such a policy. 
The gains from a successful “long-and-short-dated ” 
hedge are undoubtedly substantial; but they are 
extremely speculative in character, while opportunities 
for making them can occur only at very lengthy intervals 
of time. The system we have just described, on the 
other hand, provides continual opportunities for switches 
between the different pairs of stocks into which a repre- 
sentative portfolio can be divided. Though pros- 
pective gains in individual instances are small, they 
amount in the aggregate to sums of the first importance. 
Actual experience has shown that switches between 
some half-dozen medium- and long-dated issues since 
the beginning of 1938 have produced capital profits 
sufficient fully to offset the depreciation suffered by 
Government issues on balance during the same period, 
and with a satisfactory margin of profit to spare. The 
risks involved are minute; the disturbance to the com- 
position of portfolios relatively limited, since closely 
comparable stocks are exchanged. And the prospects 
of = are present whether the market be moving up 
or down. 


R2 
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Income-Tax and Gilt-Edged 
Values 


NE special factor which has some influence in 

determining gilt-edged prices, particularly those 

of the short-dated stocks, is income-tax. This 
influence arises out of the differing treatment for taxa- 
tion purposes of different types of holders. To appre- 
ciate how the taxation factor enters into the formation 
of gilt-edged prices, therefore, it is necessary first to 
understand the nature of this differential treatment. 
The statutory income from gilt-edged securities is 
assessed for income-tax purposes under two schedules, 
“C” and “D.” All private persons and commercial or 
manufacturing concerns are in effect separately assessed 
under Schedule “C”’ regarding income from gilt-edged 
securities, and consequently the profits or losses assessed 
under “E” or “D” are unaffected thereby (apart from 
the relative personal allowance). For example, we may 
suppose that an ordinary manufacturing company has 
an income from taxed dividends from investments of 
£300, which together with £700 trading profit just covers 
expenses of £1,000. The actual balance of profit is nil. 
On the other hand, there would be a loss for Schedule 
“D” purposes of £300 (since taxed dividends are 
excluded for the purposes of this computation). But if 
the company has been assessed for a profit in an 
earlier year no reduction in the assessment would be 
permitted on account of this loss; the assessment for 
the succeeding year would be nil, since the loss which 
results if the taxed dividends are excluded does not rank 
for purposes of aclaim. Hence, in this example, a com- 
pany which has, in fact, made no profits, and is not 
reckoned to have made profits on the Inland Revenue’s 
own basis, would nevertheless be unable to recover the 
tax deducted at source on the income from its security 
holdings. 

Now contrast this position with that of another class 
of holder, namely the banks, discount houses, stock 
jobbers and, to a less extent, the insurance companies. 
Financial institutions such as these are to some extent 
treated more generously under the income-tax law. 
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Money is their stock-in-trade. And, just as a commer- 
cial company is allowed to offset its normal charges 
against profits arising from its ordinary trading opera- 
tions, so financial institutions are allowed to offset similar 
charges against income resulting from their dealings in 
gilt-edged securities. Let us consider the following 
hypothetical profit and loss account of such an 
institution : 

MoNEY TRADERS LTD. 

Profit and Loss Account 

- 

To Expenses... .. 1,000 By Gross Profit .. ‘s 500 


Realized Capital 
Profits 200 


Taxed Dividends .. 300 
BALANCE oe: as NIL 





£1,000 £1,000 








For Schedule “ D” purposes there would again be an 
income-tax loss of £300. In this case, however, if there 
had been a profit in the previous year, the assessment 
for the current year would be reduced by the amount of 
this loss, and that for the following year would be nil. 
On the other hand, it should be noted that while the 
treatment of taxed dividends is more favourable for the 
financial institutions, any capital profits which they 
make on gilt-edged dealings are subject to taxation—a 
provision which would certainly not be viewed with 
equanimity by the general investing public—though the 
converse of this liability is that in computing tax capital 
losses may within certain limits be used to offset 
dividends received. 

It will readily be appreciated that this difference in 
treatment affects the attitude of special institutions 
towards operations in stocks. Its most important result 
in recent times has been the accumulation by banks and 
discount houses of shorts bearing high nominal interest 
at prices with which the general public, notwithstanding 
the abundant supply of such securities, finds it 
impossible to compete. How this situation arises will 
be seen from the table overleaf, which compares the 
net yield on shorts to a financial and an ordinary 
commercial institution respectively. 
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GROSS FINANCIAL COMMERCIAL 
STOCK PRICE YIELD House _ INSTITUTION 
Net yield Net yield 












fs @. fs. & ’ 2. & 

Conversion 44% 

July I, 1940-44 .. 1023 213 O 118 2 I 8 5 
Conversion 5% 

May I, 1944-64 .. 1093 % 6 2 es Oo 9 5 Be: 
Treasury 1% * 

February I, 1939-41 973 2 @ 3 E10 7 I m5 6 

* On this low-couponed stock standing below par the yield to a financial 
house is lower because for this class of holder the capital profit to be made by 
holding the stock to redemption is subject to tax. 











The more advantageous terms on which financial insti- 
tutions, such as discount houses, can acquire short-dated 
securities has had the effect on the one hand of providing 
a good market for shorts and on the other hand of 
diverting the demand of the ordinary public to longer- 
dated stocks. This in turn has had a very beneficial 
effect on the basis of Government and municipal credit, 
but it means that the price of liquidity has become alto- 
gether prohibitive to the ordinary unprivileged holder 
of gilt-edged. 

Until the Finance Act of 1937, another effect of the 
difference in income-tax treatment was to give rise to 
the form of gilt-edged trading known as “ bond- 
washing.” Gradually a technique had been evolved by 
which the taxation concessions available to financial 
institutions could be made to benefit other institutions. 
In essence, bond-washing consisted of the purchase of 
stock by a financial company “cum div.” and its resale 
to the original non-financial owner “ex div.”, with 
incidental profit to both parties. The book-keeping of 
such a transaction in its simplest form would be as 
follows : 























NON-FINANCIAL COMPANY 
Investments in a 4% Stock 

Stock sold at (say) + ae Cum Coupon 

Stock bought back at .. 103} Ex Coupon 












12% Capital Profit (not subject to tax) 
If net coupon was collected* 14 






4% Net Gain 
(* Assuming income-tax at 5s. in the £) 
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FINANCIAL COMPANY 


Same stock bought at .. 105 Cum Coupon 
Sold back at - .. 103} Ex Coupon 


; 12% Loss (tax reclaimable) 
Amount of coupon (gross) 2 


4% Profit (taxed) 


In view of the loss to the Exchequer resulting from the 
growing popularity of this practice it was inevitable that 
steps should be taken to bring bond-washing to an end. 
This was done by the Finance Act of 1937, which 
provided that : 


‘‘ Where any person carrying on a trade which consists wholly or 
partly in dealing in securities, and by the same or any collateral 
agreement— 

(A) Agrees to sell back or re-transfer the securities ; or 

(B) Acquires an option which he subsequently exercises, to sell 
back or re-transfer securities; then, if the result of the 
transaction is that any interest becoming payable in 
respect of the securities is receivable by him, no account 
shall be taken of the transaction in computing for any of 
the purposes of the Income Tax Acts the profits arising from 
or loss sustained in the trade.”’ 


It should be noted that by this provision bond-washing 
was made unprofitable and not illegal. In any case, 
bond-washing in the City of London is now dead. 

One important effect of income-tax arises out of the 
distinction to which it gives rise between gross and net 
redemption yields. As will be seen from the following 
example based upon recent prices, it is quite possible for 
one stock to return a higher gross redemption yield than 
another and yet a considerably lower net redemption 
yield : 

Redemption Yield 
Price Gross Net 
f 2. & ee 
Conversion 5%  .. 105 313 9 : 2 3 
National Defence 24% .. 93 312 2 217 9 


Since income-tax is expressed as a flat rate in the pound, 
it may not at first be apparent why this wide variation 
between gross and net yields should occur. The 
explanation is the simple one that in the case of a high- 
couponed stock standing above par, the tax is payable 
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upon the whole of the coupon, including that portion 
which in principle should not be treated as income but 
used to amortise the prospective capital loss which will 
occur when the stock is redeemed at par. In the case of 
a low-couponed stock standing below par, on the con- 
trary, the prospective capital gain to be obtained from 
redemption escapes tax altogether. 

The wide disparity which this may occasion between 
gross and net yields necessarily has an important influ- 
ence on the operations of different types of holders. A 
financial institution (which as we have seen is not 
concerned with income-tax) naturally weighs up the 
attractions of different stocks in terms of their gross 
redemption yield, and might, for example, be induced 
to switch out of one stock into another in order to 
increase this yield. On the other hand, an ordinary 
holder subject to tax is naturally concerned with net 
redemption yields and for this reason might find it 
advantageous to switch in precisely the opposite 
direction. 

The fact that no tax liability attaches to the prospec- 
tive capital gain to be obtained by holding for 
redemption a low-couponed stock standing below par 
has another important result in practice. Over a period 
this capital gain is precisely equivalent to income; and 
the fact that it is not subject to tax renders such stocks 
particularly attractive to surtax payers. A well-known 
example of a stock in this category 1s Canadian National 
2 per cent. debentures. One incidental result of this tax 
factor is to assure a ready market for low-couponed 
stocks issued at a discount, which on account of their 
low running yield could scarcely interest the ordinary 
investor—a recent instance comes to mind of one short- 
dated municipal security bearing interest at only I per 
cent., yet attractive to surtax payers because the current 
quotation is Io points below par. 

Another case in which income-tax plays an important 
part is in relation to those gilt-edged securities whose 
dividends are paid free of income-tax when they are 
held by foreigners or others not ordinarily resident in the 
United Kingdom. These stocks are 4 per cent. Victory 
Bonds, 4 per cent. Funding Loan and 33 per cent. War 
Loan. Except in respect of these specifically exempted 
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stocks, persons ordinarily resident abroad are, of course, 
liable to United Kingdom income-tax. Indeed, to obtain 
payment of the coupon gross, the foreign holder must 
present an affidavit stating that he is, in fact, resident 
abroad. This exemption naturally increases sub- 
stantially the attractions of these stocks to foreign 
investors, and thus serves the purpose for which it was 
originally instituted of attracting foreign funds to this 
country. It should be noted that 25 per cent. Consols, 
though a favourite foreign holding, are not a tax-free 
stock, their popularity with French holders in particular 
being apparently based purely upon custom, this being 
one of the few British stocks, if not the only one, whose 
price is cabled daily to the Paris market. 

The effect on gilt-edged prices of changes in income- 
tax has long been a subject of controversy. Any 
prospect of a rise in tax invariably depresses the market, 
yet past experience shows that higher taxation has, in 
the long run, little or no perceptible durable effect. Nor 
is there any reason, in terms of general economic theory, 
why it should unless alternative channels of investment 
are thereby rendered relatively more attractive—and 
income-tax applies equally to all forms of investment. 
At the same time, it 1s easy to see that an increase in 
income-tax may have important secondary reper- 
cussions which will tend permanently to depress gilt- 
edged prices. Thus, one alternative use for the funds is 
not to invest them at all—to remain liquid, or consume 
capital—and a rise in taxation, by reducing the loss of 
income resulting from either of these courses, may cause 
some holders to liquidate and withdraw from the market 
entirely. Alternatively, the reduction in effective 
income from a given holding brought about by a rise in 
taxation may cause some holders to become more dis- 
posed to undertake a certain amount of risk-bearing in 
order to restore their income. This may take the form 
of employing their investible funds in higher-yielding 
types of fixed-interest stocks, such as debentures, or in 
preference shares or even in equities. While an 
exchange out of gilt-edged into ordinary shares repre- 
sents a movement from one end of the investment scale 
to the other, it is by no means an improbable result of an 
Increase in taxation, since some former holders may be 
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induced to search for capital appreciation (which is not 
subject to tax) in the rather optimistic hope of restoring 
their receipts by means of capital profits. Finally, it 
has, of course, up to the present always been open to 
the holder of any kind of investment to send his funds 
abroad for investment in a country in which income-tax 
is lower or yields higher for some other reason. In all 
these ways, then, a rise in income-tax may operate per- 
manently to the detriment of gilt-edged values. If in 
the past they do not seem to have had any far-reaching 
effects, it is nevertheless important that they should not 
be left out of account in framing budgetary policy. 





Municipal Finance and the Investor 


HE loans of local authorities remain an extremely 
valuable element in any investment portfolio, 
even though their quantitative importance, 
relative to those of the central Government, has declined 
substantially since pre-war days and can hardly escape 
further reduction. At the end of the financial year 
1913-14, the net total of outstanding debt of this category 
for England and Wales was some £527 millions, after 
deducting amounts standing to the credit of sinking 
funds for the repayment of the loans. In 1924 the 
corresponding figure was still only £7583 millions, 
whereas for the latest date for which figures are avail- 
able, namely, March 31, 1936, it was no less than 
£1,3523 millions. A further increase has undoubtedly 
taken place in the past three years. The figures for 
Scotland are five years in arrear, but are probably of 
the order of £200 millions at present, while those for 
Northern Ireland are not much more than one-tenth of 
that figure. The current aggregate for the whole 
country, therefore, is not improbably quite close to 
£1,750 millions. In attempting to assess the effect upon 
the value of municipal stocks of this very rapid expan- 
sion in borrowing it is desirable to have some idea of 
the character of the expenditure involved. Returning 
to the figures for England and Wales as at end-March, 
1936, the growth since 1914 in the gross total is 
£8054 millions, of which £539 millions is due to 





el et 


— AN OT OU 


ors m= = 6tf 


—_ 


i i ae 2 a fe — 


°F ws 





MUNICIPAL FINANCE 199 
housing expenditure and town- and country-planning, 
£160 millions to the principal trading services, mainly 
electricity and water supply, and £54 millions to high- 
ways and bridges. From the standpoint of the investor 
this list, which makes up some 85 per cent. of the total, 
is perhaps not highly reassuring. But his security is 
enhanced by an increase in the rateable value of 
property ; and while this has certainly not increased in 
the same proportion as borrowing it has risen substan- 
tially. A change in the basis of rateable value in 1929 
makes a reliable comparison impracticable, but it seems 
not improbable that the increase since pre-war days may 
be as much as 50 per cent., while for England and Wales 
the average rate levied appears to have been some 
11s. 3d. on the rateable value in 1935-36, as against 
6s. gd. in 1914. 

If the total borrowing of the municipalities of the 
whole country is assumed to be not much less than 
£1,750 millions, then rather less than one-third of the 
whole amount is in the form of loans dealt in on the 
London Stock Exchange. The remainder is either in 
loan stock privately held or in the form of mortgages, 
or housing and corporation bonds. Unfortunately no 
figures are available as to the distribution of municipal 
borrowing between these various forms of finance. 
There is little doubt that mortgages, which are on the 
whole of comparatively short date, have increased 
rapidly at times of high interest rates, only to be funded 
as occasion offered. Recently there has been a renewed 
increase in this type of finance, not so much because 
rates are high as because the authorities have placed a 
virtual embargo on the use of the new-issue market. It 
may be doubted, however, whether the percentage 
expansion in the already large volume of mortgages has 
been very serious. At the same time, the certainty that 
year by year there will be substantial amounts of these 
short-dated securities falling due cannot help but have 
a somewhat depressing influence upon the market for 
the longer-dated stocks. For all that, it seems very 
doubtful whether local authorities will be given any 
greater facilities for long-term borrowing if the political 
situation further deteriorates, since any competition 
with the Government for the available supply of savings 
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must then become even less convenient than in the 
recent past. It may, therefore, pay those who do not 
find restricted marketability an overwhelming objection 
to invest in mortgages rather than loans quoted in the 
market. At such a time there can be no objection in 
principle to local authorities borrowing short, and a 
modest margin in yield is likely to attract institutional 
investors. The market for publicly quoted loans is thus 
likely to be relieved of any heavy pressure without a 
large additional burden being -eit ae upon the rates, 
which would reduce the cover for all securities of this 
type. 
Before considering relative yields, it may be as well 
to point out that, of total local-government loans of 
somewhat under £550 million outstanding and publicly 
dealt in, only some ten per cent. are either irredeemable 
or without fixed redemption date. The remainder offer 
fixed maturities of all dates up to the commencement of 
next century. In direct obligations of the central 
Government there are somewhat over £2,000 millions 
with fixed maturities, of which some £800 millions fall 
due in the next few years or will be repaid if the rate of 
interest does not rise to 45 per cent. Certainly there are 
also substantial maturities of 6 per cent. stocks of local 
authorities next year, but these represent a much smaller 
percentage than in the case of direct Government 
obligations. 

It may seem rather surprising, in view of the marked 
increase in borrowing by local authorities, that there 
should have been a considerable reduction in recent 
years in the margin between the yield on gilt-edged 
stocks and that on the parallel securities of the muni- 
cipalities. For years past it has been a common com- 
plaint of stockbrokers that it is very difficult to find 
first-class trustee stocks at satisfactory prices and buyers 
have, therefore, had to be satisfied to pay rather more 
than they expected. The explanation probably lies, in 
part at least, in the disappearance of a large block of 
railway stocks from the trustee list and in the uncer- 
tainty as to the future of others. It is also a fact that, 
while Dominion borrowing has largely dried up, there 
has been a tendency latterly for the stocks of Australia 
and even more of New Zealand to become less popular. 
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There is also, of course, the general effect of the regula- 
tion of the issue of trustee securities under the Treasury 
rulings, which has, as already pointed out, tended to 
divert municipalities from market loans to mortgages. 
If the margin has narrowed at a time when the increase 
in municiy val borrowing has been greater relatively than 
that in direct Government loans, the movement may 
reasonably be expected to continue for some time to 
come, since there seems little doubt that the finance of 
defence must involve the Exchequer in relatively 
heavier borrowing than the local authorities. 

Whatever the reasons may be, the yields on both 
Government and municipal stocks and on the various 
municipal stocks themselves have come closer and closer 
together during the period of cheap money. The 
following table, ° which shows the running yield and the 
return to redemption at the latest date on a small selec- 
tion of stocks, is sufficient to illustrate the point that at 
present the yield differential is moderate : 


At mean Athighest, At lowest, 
price, 1937 1938-39 1938-39 
Funding 3% 1956/69: 
Flat yield .. ds ae ae a 3 04 3 6 8 
To redemption... we BS Bs 3 0 6 3 9g 5 
L.C.C. 22% 1960/70: 
Flat yield .. as oo FF ES 2 Oo 2 310 O 
To redemption .. i 3 Se , 2 316 3 
Aberdeen 3% 1965/85: 
Flat yield .. sa sie. Se Sees 3 2 50 3 8 2 
To redemption .. i. 2 290 7; 3 # 3 9 5 
Blackpool 3°% 1960: 
Flat yield .. hes a 2 £26 31 79 3 6 7 
Toredemption.. i = ee @ 3 2 i6 311 8 
Stockton-on-Tees 1956/58 : 
Flat yield .. ny 2 3 =e ; 2 2 ; 5. aa 
To redemy ytion aa > 3 37 3 £ a 33x 8 


The relatively high 1 running yield of the Aberdeen 
loan is explained by its long date, but the higher return, 
both flat and to redemption, on the Stockton-on-Tees 
security is due rather to doubts as to the industrial 
prospects of that area. In most cases the returns at the 
lowest for the past 154 months are based upon the prices 
fixed during the crisis of September last, although some 
of the stocks stand lower to-day than then. The dis- 
parity in yields shown in this column suggests that there 
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is a certain lack of adjustment in the relative values even 
of different corporation stocks, so that an opportunity 
exists for some judicious swaps. 

The popular method of assessing the value of a given 
municipal stock consists very largely in an attempt to 
judge whether the prosperity of the area concerned is 
on the up or the down grade, and to qualify the resultant 
opinion in the light of the political complexion of the 
local council. It might be thought that this would result 
in very wide differences in the yields expected. That it 
does not is due in large measure to the system of control 
to be explained later. A more scientific method of 
assessing the relative value of different municipal loans 
is, of course, to relate total borrowings to rateable value 
on the one hand, and to the actual rate collected on the 
other, and then to make due allowances for such changes 
as can be forecast, including in these days liability to 
air attack. If statistics alone were made the basis of 
valuation, the differences in the yields obtainable would 
be very much greater than they are and also substan- 
tially wider than results from the less scientific method 
of appraisal. The rates levied by local authorities, other 
than counties, vary in England from ros. 8d. for Hull 
and 18s. for Norwich to less than 8s. for several South 
Coast resorts and not much more for Blackpool. This 
is worth almost 5s. per cent. in the rate of interest paid 
by Bournemouth as against Hull on a stock with some- 
what over 25 years to run; but this is an extreme case, 
Bournemouth being almost in a class by itself. 

Actually, the investor is probably on fairly safe 
ground in minimizing the variations in status between 
different municipal borrowers. He has in any case been 
encouraged to do this by the insistence of the Treasury 
and the Bank of England that all would-be borrowers at 
any given time should issue their stocks on identical 
terms, irrespective of the market estimate of their rela- 
tive values. With certain unimportant exceptions, no 
local authority can finance expenditure by loan merely 
by deciding to do so. Either it must promote a private 
bill in Parliament, specifying the exact objects for which 
the money is required, or its borrowing must be covered 
by an existing Act. If the Act details the whole pro- 
cedure there is in that fact a reasonable protection to the 
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investor. If the Act lays down only a principle, then 
the local authority has to apply for a Provisional Order 
to the Government Department concerned—Health, 
Transport, Board of Trade or another—when a Depart- 
mental Enquiry is held before the project is sanctioned. 
While this places a brake on the raising of loans, the Act 
of 1933 provides that all securities issued rank pan 
passu, subject to any pre-existing priorities, and are 
charged on all revenues of the corporation, including 
Exchequer contributions. Further, the Act or Regula- 
tion which sanctions the borrowing provides for the 
establishment of sinking funds which are related, not to 
the life of the stock issued, but to the period in respect 
of which borrowing has been sanctioned. In fixing this 
period the sanctioning authority will have regard to all 
the circumstances of the case but particularly to the 
object for which the expenditure is required. 

It is only natural that the investor should consider 
that where so large a share of the responsibility for 
sanctioning borrowing rests on the central authority, his 
security lies rather in their ability than upon the special 
complexion of the local body. This is not, strictly 
speaking, the case, but it is difficult to believe that if a 
local authority got into trouble, even through acts over 
which the central Government had no direct control, the 
bondholder would be allowed to suffer any real detri- 
ment. It is, of course, true—and the case of one London 
borough can be cited to prove it—that the merest suspi- 
cion can suffice to cause a temporary fall of substantial 
proportions in the value of a stock. In the case in 
question the harm was not, however, permanent and the 
public evidently believes that a very modest margin in 
yields is sufficient insurance against risk. Whether the 
public is altogether wise in taking this view it is not easy 
to say. For it is evident that the conditions governing 
such margins may be different under the existing system 
of official control of some money rates and of a part of 
the new-issue market. There seems, however, no reason 
to anticipate any widening of the margin in yield 
between first- and second-line trustee securities. 
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Indian Government Stocks 
By H. C. G. Slater 


F late years Indian Government stocks have 
() tended to be out of favour with investors in this 
country, chiefly owing to political fears. Since 
the security behind both the India Sterling and Rupee 
Loans is unimpeachable, and they offer a safe and 
attractive investment, this is to be regretted. In the case 
of the Sterling Issues, the fact that legal proceedings may 
be taken against the Secretary of State in this country 
in the event of default reinforces the security of the loans, 
which are a direct charge on the revenues of the Central 
and Provincial Governments of India. In the case of 
the Rupee Debt, the special responsibility laid upon the 
Governor-General to safeguard the financial stability and 
credit of India cannot but ensure the due fulfilment of 
any public liabilities which the Government of India has 
undertaken. In passing it may be mentioned that 
complete confidence may also be placed in the local 
borrowings of the autonomous Provincial Governments 
of India, the interests of the investor again being safe- 
guarded by the special responsibilities of the Governor 
and through him by the over-riding powers of the 
Governor-General. 
The following table shows the interest-bearing obliga- 
tions of the Government of India in England and India 
on March 31, 1938. 


InpIA’s Pusiic DEBT 
In millions In crores of 
of £ rupees 
In England In India 
Loans .. - .. £297.56 Loans .. i Rs. 438.40 
War Contribution .. 15.47 Treasury Bills .. 38.00 
Capital for Railway — 
Annuities .. Zs 37.89 476.40 
Provident Funds .. 8.94 P.O. Savings Bks. 77.55 
Cash Certificates 60.21 
Provident Funds 80.43 
Depreciation & 
Reserve Funds 22.78 
£359.86 Rs. 717.37 


at Is. 6d. = Rs. 479.81 crores. 
Grand Total Rs. 1,197.18 crores or £897.89 millions. 
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The annual service of this debt amounted to Rs. 46.30 
crores (£34.7 millions) made up as follows :— 


Sterling Debt... .. Rs. 16.57 crores (£12.4 million) 
Rupee Debt a .. Rs. 18.87 crores 
Other 

Obligations .. .. Rs. 10.86 crores 


Rs. 46.30 crores. 


India, however, occupies a position which is perhaps 
unique among the Empire countries in the large propor- 
tion of its public debt invested in interest-producing 
assets. The interest-yielding assets of the Government of 
India at the same date, which comprised capital 
advances to railways and to commercial departments 
and other interest-bearing loans, actually amounted to 
Rs. 945 crores. This represented over 80 per cent. of the 
total debt, a fact which bears eloquent testimony to the 
care with which India’s finances have been managed in 
the past. Of the total amount of Rs. 46.30 crores required 
for the annual debt-service, Rs. 28 crores was a charge 
on the railway budget, while Rs. 6.4 crores similarly was 
transferable to the accounts of other departments, 
leaving a net charge on the general revenues in 1937-38 
of only Rs.12.48 crores. Miscellaneous interest receipts 
still further reduced this sum to less than 15 per cent. of 
the total net revenue for the year (Rs. 89 crores). In 
view of the large appropriations which have been made 
in past years for debt redemption the annual contribu- 
tion for this purpose has been stabilized at Rs. 3 crores, 
a sum which is generally considered sufficient in view of 
the character of the debt. 

India Sterling Stocks. The outstanding amount on 
September 30, 1938, of East India Loans raised in this 
country by the Secretary of State under the various East 
India Loans Acts since 1858 was £272,756,943. This 
comprised nine loans for varying amounts and carrying 
different rates of interest, the earliest redemption date 
being 1942 in the case of the 5 per cent. Stock 1942-47. 
In addition a liability of about £24 million existed in 
respect of certain railway debenture stocks. All these 
stocks enjoy full trustee status by virtue of the guarantee 
of the Secretary of State, and care has been taken by the 
East India Loans Act, 1937, to preserve this obligation 
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notwithstanding the new constitutional status given to 
India by the Government of India Act, 1935. Interest 
on these issues is payable at the Bank of England and no 
deduction in respect of Indian taxation may be made 
from any payment of principal or interest. The amount 
of sterling which is required each year for the service of 
this debt and for the redemption of certain railway 
annuities in this country is amply covered by the 
amount available from India’s favourable balance of 
trade in merchandise and treasure, and no difficulty is 
likely to arise in the provision of funds for this purpose. 
It will be recalled that the Reserve Bank of India now 
undertakes the task of providing the Indian Government 
with sterling remittances for home charges. These home 
charges were £36 million in 1938-39, but for the coming 
year (1939-40) are estimated at £26 million only. The 
total sterling assets of the Reserve Bank amount at 
present to over £100 million, and should it be necessary 
at any time to raise additional sterling funds in this 
country the Secretary of State has statutory powers to 
raise further sums up to £47 million on behalf of the 
Governor-General of India. 

It is difficult to see, therefore, why there should exist 
such appreciable differences in the yield of the stocks 
shown below, and investors might well give attention to 
the possibility of effecting a profitable switch. 


India Government Stocks British Government Stocks 

Price 18/4/39 Yield Price 18/4/39 Yield 

India 2}% (after 1926) 563.. £4 8 6 Consols 23% 66 {3 16 0 

India 3% (after 1948) 67}.. 4 8 g Local Loans 3% 78 3 16 9 

India 34% (after 1931) 79$.. 4 8 0 Conversion 3}’5 924 315 9 
(after 1961) 


It is worthy of note that in the last two years the 
Indian Government has repatriated sterling debt to the 
extent of some £6 million, owing to the higher prices 
prevailing in India for corresponding rupee securities, 
and this policy is likely to be continued with correspon- 
ding support to the market. 

Indian Rupee Stocks. A feature of India’s rupee debt 
is the facility whereby these stocks may be held in 
London in the form of promissory notes or inscribed 
stocks, interest being payable at the Reserve Bank of 
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India’s London office by means of bills of exchange 
drawn in rupees on India. When payable in London 
interest is, with one exception (that of the 5 per cent. 
1945-55 tax-free loan), subject to a deduction for Indian 
income tax, and this provision in these days of high 
taxation has caused an appreciable decline in the volume 
of stock held in London. This amounted on March 31 
last to Rs. 74 crores. The regulations regarding the trans- 
ferability of capital and interest between London and 
India are a reminder of the close connection between 
India and this country, as they served, no doubt, to 
attract much foreign capital to India in the past. The 
liquidation since 1931 of £250 millions of Indian capital 
represented previously by gold hoards has, however, 
created a plethora of funds in the Indian money market 
in recent years. India rupee stocks, which formerly 
lagged 8 or 9 points behind their London counterparts, 
are now definitely ahead, Indian 35 per cent. paper 
being quoted at 93 as compared with 793 for the 
34 per cent India Sterling Loan, 1931. The gilt-edged 
market is likely to continue very firm for some years, as 
it has been estimated that an annual investment demand 
of between Rs. 15 and Rs. 20 crores comes from Indian 
insurance and banking companies, who must maintain a 
large portfolio of Government securities. Incidentally 
the provisions of the Indian Insurance Act, 1937, and the 
amendments to the Companies Act regarding the 
reserves of banking companies will greatly strengthen 
this normal trend in the future and there will be a ten- 
dency for the overflow of this demand to be reflected in 
purchases of British Government securities by corpora- 
tions and other bodies in India. Dealings in rupee stocks 
in London are now on a very limited scale, though the 
Stock Exchange still quotes daily sterling prices for 
certain rupee stocks. Transactions are mostly in the 
hands of banks with branches in the East, who are able 
to operate profitably at times by securing stocks in 
London for transfer to the Indian registers. It may be, 
however, that now that the foreign incomes of residents 
in India are liable to Indian income-tax whether brought 
into the country or not, a revival of interest will take 
place in the holding of rupee stocks in London by 
persons resident in the East, who previously confined 
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their attention to Indian sterling stocks to secure exemp- 
tion from Indian and British tax on their dividends. 
Since the risk of a rupee devaluation is now negligible, 
these stocks also have therefore a good claim to renewed 
interest in this country. 







Scramble for Dollar Notes 


By Paul Einzig 


HE international monetary unrest caused by the 
uncertainty of the political outlook has given rise 
to a new phenomenon in the foreign exchange 
market during April. It has caused a heavy demand 
for dollar notes on Continental account. In the past 
such demand has been encountered, both for dollar notes 
and for pound notes, in connection with the flight from 
the franc and other currencies. People who could not 
afford to open accounts in London or New York resorted 
to hoarding gold coins or foreign banknotes. Even 
wealthy people resorted to hoarding coins or foreign 
notes in safes abroad, in order to cover their tracks. 
The demand for coins was always much stronger than 
the demand for notes; while the former went at times 
to a premium of 5 per cent. or over, in the past pound 
and dollar notes never commanded any substantial 
premiums in the market, even though in private traffic 
they may have changed hands at an abnormal price. 
The present wave of hoarding fever is confined 
almost entirely to dollar notes. The volume of hoarding 
demand for pound notes is much smaller, while there 
is virtually no demand for gold bars or coins. On the 
contrary, there is a strong dishoarding of gold in every 
form, as a result of which the premium on coins has 
disappeared altogether. At the same time, a premium 
of between ? per cent. and 1} per cent. has developed 
on dollar notes in the London market and in the leading 
Continental centres. By the time the notes reach the 
hoarding public the premium becomes, needless to say, 
much higher. 
The explanation of the change in the preference of 
the hoarding public lies in part in the growing confidence 
in dollars. While until recently the dollar was viewed 































np- 
ids. 
ble, 
ved 


the 
rise 
nge 
and 
dast 
otes 
rom 
not 
rted 
ven 
ign 
cks. 
han 
mes 
und 
tial 
affic 


ined 
Jing 
here 

the 
very 

has 
jum 
yped 
ding 

the 
say, 


e of 
ence 
wed 





SCRAMBLE FOR DOLLARS 209 


with a certain degree of distrust, and devaluation 
rumours recurred fairly frequently, at present it is con- 
sidered to be about as safe as gold itself. Devaluation 
fears subsided as a result of the improvement in business 
conditions in the United States. It now seems more 
probable that American trade will improve without 
another devaluation. Another reason why the devalua- 
tion of the dollar is no longer considered imminent is 
that both sterling and the franc have become much 
steadier in recent months, and are likely to be defended 
around their present level. There is therefore no likeli- 
hood of an all-round devaluation, whether on the basis of 
the Tripartite Agreement, or as a result of a competitive 
depreciation race, in the near future. 

This increased confidence in the dollar would not in 
itself have led to a scramble for dollar notes. The reason 
why many hoarders now prefer dollar notes to dollar 
balances or investments lies in part in the ease with 
which dollar notes can be hidden or carried away in 
case of emergency. Even wealthy people who can well 
afford to open an account in New York often prefer to 
acquire large amounts of dollar notes, which they keep 
partly in safes in London or New York, and partly in 
their own homes. These precautionary measures safe- 
guard them against the risk of being stranded penniless, 
either through having to take refuge abroad, or through 
being prevented from doing so by the suddenness of 
an enemy attack. The amount of gold which can be 
carried inconspicuously is limited, and for this reason 
many people prefer dollar notes of large denomination. 

Another reason why dollar notes are preferred to 
dollar balances or investments lies in the fact that the 
purchase or holding of such notes can be more easily 
concealed than that of balances or securities. Since it 
is now certain that the authorities of many countries 
will call in the foreign assets of their nationals, this 
consideration has assumed some importance. It is a 
mistake, however, to take it for granted that dollar notes, 
if deposited in London or New York, are untraceable. 
In all probability the British and American authorities 
would in case of need closely co-operate with the French 
authorities to trace the assets required for the financing 
of purchases of war material in the United States. 
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The amount of dollar notes available in the European 
markets is at present not nearly enough to satisfy require- 
ments. Even though every mailboat brings substantial 
consignments from New York, the demand is so urgent 
that buyers are prepared to pay an abnormal premium. 
In many instances it is existing dollar balances (held 
directly or through the intermediary of London banks) 
which are converted into dollar notes. In other 
instances London gold deposits are sold and the proceeds 
used for the acquisition of dollar notes. To some extent 
sterling balances are also being converted into dollar 
notes, and this accounts in part for the selling pressure 
on sterling during April. 

To the extent that the demand takes the form of 
conversion of dollar balances into dollar notes it does 
not involve any new gold movement. It merely repre- 
sents the conversion of one type of “ hot money ” into 
another. The change is by no means for the better. 
The transfer to Europe of really large amounts of dollar 
notes would introduce a new complication into the 
monetary management in the United States. For 
scientific monetary management, it is essential to 
ascertain to what extent any expansion in the note issue 
is due to the export of notes. It was because such infor- 
mation was not then collected by our authorities that 
in 1936 French hoarding of British notes was for a time 
allowed to exert a deflationary pressure in this country. 
Fortunately for the United States, the American authori- 
ties have organized a very efficient system of collecting 
information about the export and re-import of dollar 
notes. All American banks submit returns to the 
authorities about their monthly import and export of 
notes, and the net total of these returns is published 
regularly. Admittedly, the material is by no means 
complete. There are at present no means of ascer- 
taining the amounts sent out by mail by immigrants to 
their relatives abroad. Owing to the existence of 
exchange control and censorship in most countries, 
however—leading to the disappearance of dollar notes 
from letters—the amount that leaves the United States 
by such channels has probably declined. On the other 
hand, a fair amount is probably taken by American 
tourists travelling abroad. Allowing for these and other 
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unknown factors, the American authorities can form a 
reasonable idea about the volume of international 
movements of dollar notes. 

To the extent that the demand for dollar notes 
forms the counterpart of gold dishoarding, the result is 
to accentuate the flow of gold to the United States. In 
existing circumstances there is neither official nor private 
buying of gold to offset dishoarding, and the amount 
offered is bought by arbitrageurs for shipment to New 
York. Such operations do not affect the sterling-dollar 
rate, since the demand for dollars in connection with the 
purchase of notes is satisfied by the disposal of the 
proceeds of the sale of gold by arbitrageurs in New 
York. In so far as the demand for dollar notes is con- 
nected with the liquidation of foreign sterling balances 
sterling tends to depreciate, and the necessity for official 
support leads to official gold shipments to New York. 

In either case the movement is hardly welcome from 
an American point of view. In case of war, or even 
in case of a prolonged rearmament race, the United 
States will have to absorb in any case large amounts of 
gold, and any increase in the gold influx through the 
hoarding of dollar notes can only be viewed with mis- 
givings. The remedy lies largely in the hands of the 
American authorities. A request to the American banks 
and foreign banks operating in the United States to 
refrain from exporting abnormally large amounts of 
dollar notes would materially reduce imports of gold. 
It is true that the development of a very substantial 
premium through the contraction in supplies would lead 
to shipments by non-banking quarters. This in turn 
could be discouraged by the authorities of the leading 
European centres, in the form of a request to their banks 
not to deal in dollars at a premium. Most people would 
not dare to buy dollar notes from non-banking quarters, 
as a large number of forged notes are known to be in 
circulation. In any case, an increase of the premium 
to a high figure would in itself tend to discourage 
hoarding. 
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A Scottish Banking Pioneer 
By C. J. Shimmins 


LASGOW has always been proud of its place as 
(; the commercial capital of Scotland, and it is only 

to be expected that such a city would produce 
some famous bankers. Two names will always be 
remembered as early pioneers of Glasgow banking, 
“ Robin” Carrick, the manager of the Ship Bank, and 
David Dale, the bicentenary of whose birth is celebrated 
this year. That the present manager of the Royal Bank 
in Glasgow laid a wreath in January on Dale's resting 
place in the Ramshorn Churchyard shows that some 
bankers are not forgotten, even after the lapse of 200 
years. 

David Dale was born at Stewarton on January 6, 
1739, and his rapid rise to fame is the usual story of the 
poor boy with grit, brains and character forcing his way 
to the top. He began business in Glasgow as an importer 
of fine yarns from France and Holland, the business 
being carried on in a small shop in Hopkirk’s Land on 
the east side of the High Street and near the Cross. 
The rent was £5 annually, but the astute Dale sublet 
to a watchmaker for fifty shillings one half of the 
premises, which later became the first Glasgow office of 
the Royal Bank, now the largest Scottish bank. 

In 1783, Dale was appointed joint agent of the Royal 
Bank of Scotland along with Robert Scott Moncrieff, 
an Edinburgh merchant. The watchmaker’s shop was 
converted into a banking office, the rent continuing at 
the old figure, but owing to the rapid growth of the 
banking business it was necessary to move five years 
later to larger premises in St. Andrews Square. At that 
time the Edinburgh banks had not realized the enormous 
advantages and profits to be derived from a forward 
branch policy. To be sure, the Bank of Scotland and 
the Royal Bank of Scotland had helped to found the 
two Glasgow banks, known as the Glasgow Arms Bank 
and the Ship Bank, but both these institutions soon 
foraged on their own account. The year 1783 also saw 
the opening of the Glasgow Chambers of Commerce in 
the foundation of which Dale played an active part. 
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The same year brought to an end the American War of 
Independence, one result of which was that Glasgow lost 
for all time the tobacco trade, hitherto virtually a 
European monopoly. Some of the Virginia tobacco 
lords retired, but many—including some notable families 
—were ultimately ruined. The leaders of industry were 
forced to take up other lines of business, such as sugar 
cultivation in the West Indies and the cotton industry. 
The largest owner of cotton mills in Scotland was Dale, 
whose mills at New Lanark became even more famous 
under the enlightened management of his son-in-law 
Robert Owen, the pioneer of a form of paternal 
Socialism. Dale was also interested in many other 
ventures. For example, he was one of the founders of 
the Barrowfield turkey-red works, an industry that has 
always been associated with the Vale of Leven, but is 
at present passing through a critical and unprofitable 
stage. 

“Although the new office of the Royal Bank had 
opened with characteristic Scottish caution, it was not 
long until the modest business was transferred to larger 
premises. As Neil Munro says: “ It was little imagined 
that in less than half a century this Glasgow branch 
would be doing more business than any other individual 
office in Scotland, or out of London.” Dale and Mon- 
crieff made a very successful combination, the one enter- 
prising to the point of being venturesome, the other a 
model of caution. For while Dale had his hands in 
every important business, Moncrieff was far less willing 
to take risks, and has, in fact, been described as being 
imbued with the canny philosophy of the elder Nicol 
Jarvie : “ Never to put his hand further in than he could 
conveniently draw it out again.” 

David Dale died in Glasgow on March 17, 1806, 
having spent fifty-seven extremely active and eventful 
years in the city. Not only was he a great captain of 
industry, but he was also a great philanthropist. It is 
asserted that on several occasions he alleviated the 
appalling effects of famine in the city by buying and 
importing large cargoes of food from abroad and selling 
it to the poor at cost prices. Owen in his autobiography 
describes Dale as “ one of the most liberal, conscientious, 
benevolent and kind-hearted men I have ever met.” 
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Dale’s social experiments in housing and education and 
in improving conditions in his factories at New Lanark 
laid the foundations for the even bolder experiments of 
his son-in-law. Above all, he was one of the creators 
of the Second City of the Empire. “ He was, in short, 
respected by the wealthy and beloved by the poor;” 
says John Strange, “and when he bade a last adieu to 
a city which his talents and industry had certainly 
advanced, and which his philanthropy and religious 
example had improved, he was universally lamented as 
one of its ablest merchants, best magistrates, and most 
benevolent sons.” 





South American Banking 


HE South American countries, despite the low 
level of commodity prices and consequent 
adverse trend in their trade balances, are on 

the whole showing notable resistance to the present 
crisis. Nowadays the monetary régimes in_ those 
countries are, in general, more elastic, and allow greater 
facility of adjustment to adverse conditions, so that the 
internal system of credit has not suffered seriously. 
Nevertheless, the past month or so has witnessed 
important developments in the trading sphere in South 
America, arising from the constant pressure of the policy 
of “ reciprocity ” which increasingly governs the lines of 
international commercial interchange. In these days of 
eager universal search for markets for articles which are 
over-produced—such as wheat, coffee, cotton, wool, etc. 
—the South American countries cannot be blamed if 
they perforce take their imports of manufactured goods, 
etc., from those countries which provide a ready market 
for their own products, even if such essentially barter 
business is often conducted in “compensated ’—or 
blocked—currencies. Whilst, therefore, considerations 
of Empire trade doubtless have priority in determining 
Britain’s foreign trade policy, careful study might well 
be given to the possibilities of larger British purchases 
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of South American products, so that, reciprocally, 
British goods may recover the share of South American 
markets which they are steadily losing to Germany, the 
U.S.A., Italy, etc. 

In Argentina imports are now being severely 
restricted, due, firstly, to the fact that the Republic 
closed 1938 with a visible import surplus of over 
60,000,000 pesos (say £3,500,000 sterling) compared 
with the enormous positive balance in 1937 of 
753,000,000 pesos (£44,000,000 sterling), and, secondly, 
that difficulty is being experienced in marketing the 
bumper wheat crop, due to the over-supply of that 
grain in world markets. Imports are controlled by a 
comprehensive system of + permits, which is already 
giving the desired result, a favourable balance of 
11,000,000 pesos having re-emerged in January, 
1939, which was increased by end-February to 
45,000,000 pesos, against 4,000,000 pesos twelve months 
previously, exports in the first two months of this year 
having been worth 243,150,000 pesos compared with 
273,708,000 pesos in the like period of 1938, 
whilst imports cost only 197,954,000 pesos against 
269,761,000 pesos. 

Meanwhile, the exchange value of the Argentine peso 
has been steady, supported undoubtedly by continued 
heavy gold shipments, mainly to New York. These 
shipments emanate chiefly from the Exchange Equaliza- 
tion Fund, which represents the balance remaining from 
the Government’s exchange profits after certain pay- 
ments to various commodity Regulating Boards. 
Details of this Fund are not made public, but only a 
fraction thereof figures in the assets of the Central Bank 
of Argentina, whose balance-sheet is therefore only 
slightly affected by the gold shipments. In fact, that 
Bank’s ratio of total gold and foreign exchange held on 
February 15, 1939, to note and other sight liabilities was 
still as high as 77.12, against 83.60 at December 31, 1938. 
The general Argentine banking situation continues 
normal, and, due to the seasonal outward grain move- 
ment, as also the accumulation of funds preparatory to 
the issue of large internal loans—referred to later—the 
total cash in hand of the commercial banks increased to 
728,000,000 pesos at end-January, 1939, compared with 








623,000,000 pesos at end-December, whilst deposits rose 
to 3,962,000,000 pesos from 3,931,000,000 pesos, and 
loans to 2,991,000,000 pesos from 2,948,000,000 pesos. 

Although the tightening-up of Argentine import 
restrictions occurred as recently as December last, 
already there have been significant changes in the 
origins of imports, the general reduction therein being 
effected at the expense of those countries which in 
recent times have sold to Argentina more than they have 
purchased from her. Consequently, there has been an 
improvement in the position of Great Britain as supplier 
to the Argentine markets, compared with a considerable 
depreciation in the position of the United States, Italy 
and Japan. Figures covering the first two months of 
1939 show that goods from Britain represented 19.4 per 
cent. of total Argentine imports compared with 19.2 per 
cent. in the like period of 1938, whereas the American 
proportion fell to 15.7 from 19.1 per cent., and the 
Italian to 3.6 from 6.1 per cent. Argentina’s adverse 
balance of trade with the U.S.A. in 1938 more than 
offset her export surplus to all other countries 
combined. Therefore, Argentina is at _ present 
severely restricting American imports, trade between the 
two countries being virtually at a deadlock. Meanwhile, 
Washington is endeavouring to formulate a trade agree- 
ment between the two countries, but this is unlikely to 
ensue unless the U.S.A. agrees to remove the restriction 
on imports of Argentine meat. 

Argentina’s trade with Germany is purely “ compen- 
satory,” i.e. against agreed annual German purchases of 
wheat, meat, etc., German goods have entered Argentina 
at around the steady percentage of 10 per cent. of the 
total, although Argentina has avoided the Aski mark 
system. Germany, however, has been quick to take 
advantage of Argentina’s present heavy surplus of wheat, 
having concluded at end-March a barter agreement 
whereby she will purchase 100,000 tons of Argentine 
wheat, as also 8,000 tons of wool—worth together some 
£830,000 sterling—in return for which Argentina will 
take German locomotives and wagons for the Argentine 
State railways. This arrangement is supplemental to 
current trade, and is understood to have given rise to 
strong objections from representatives of those countries 
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—Britain, Belgium, France, etc—who will be prevented 
from participating in the railway imports mentioned, 
especially as the proposed arrangement would appear to 
be contrary to the fundamental principle of calling for 
public tenders when purchases are made by an 
Argentine Government Department. Any development 
of these operations on a large scale would, of course, be 
most unsatisfactory from the point of view of British 
industrialists, especially as it may be questioned if it is 
quite within the spirit of the Anglo-Argentine Trade 
Agreement. The position may be relieved if the present 
rather better demand for Argentine wheat from England 
shows expansion. 

Generally speaking, the Argentine outlook gives rise 
to restrained optimism, if nothing better. The Govern- 
ment is studying the means to effect economy of some 
60,000,000 pesos in the 1939 Budget estimates, whilst the 
Minister of Finance demands that, in view of the un- 
certainty of the general situation, substantial economies 
should be introduced in the 1940 Budget and every 
effort made to prevent the recurrence of a deficit. 
Nevertheless, confidence in the inherent soundness of 
the financial situation is evidenced by the successful 
issue of two Government internal long-term loans in 
early March, one for 100,000,000 pesos at 43 per cent. and 
the other for 50,000,000 pesos at 4 per cent. interest. 
Over-saturation of the internal bond market is again to 
be prevented this year by the limitation of provincial 
and municipal issues. The high level of Government 
credit is also reflected in the low interest rates at which 
Treasury Bills continue to be placed by tender. 

Conditions in Brazil will be much affected by an 
announcement made early in April abolishing the 
foreign exchange monopoly of the Bank of Brazil. 
Exchange control is not to be relinquished altogether, 
but the formalities and delays in obtaining exchange for 
the payment of imports should be removed. Whereas 
exchange rates have been entirely controlled by the 
Bank of Brazil since the end of 1937, the milreis will 
henceforth again be allowed to find its own level in a free 
market. Exporters, however, will be required to sell 30 
per cent. of their bills to the Bank of Brazil at an official 
rate (instead of the whole, as formerly) and it is possible 
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that the Government intend to devote the exchange thus 
acquired towards the resumption of service on the exter- 
nal dollar debt. The Brazilian Government is in effect 
reverting to a system similar to that in force from 
February, 1935, to November, 1937. It is thought that 
the net trading result will be to give exporters a rather 
higher milreis return, whilst on the other hand imports 
will cost more—which is not altogether undesirable if it 
results in an increase in the favourable trade balance. 

This change in the system of exchange came as a 
sequel to the conclusion on March 9 of a new trade agree- 
ment with the United States which provides for con- 
siderable American financial assistance to Brazil. One 
especially welcome feature is the agreement of the U.S. 
Government to ask Congress authority to provide up to 
$50,000,000 of gold for the establishment of a Brazilian 
Central Bank, repayment to be made from Brazil's 
future production of gold. There has been some concern 
at the continual rise in Brazil’s note circulation—the 
total at February 28, 1939, was 4,801,403 contos, com- 
pared with 4,694,582 contos twelve months previously— 
and emphasis has frequently been laid upon the neces- 
sity of a Central Bank to regulate the monetary ebb and 
flow. Admittedly, this undertaking appears hedged with 
many reservations, and will probably merely amount to 
a book entry earmarking American gold on Brazil’s 
account—perhaps somewhat similar to the 1937 agree- 
ment which was allowed to lapse unused. It may be 
recorded that the Treasury’s deposits of gold with the 
Bank of Brazil as at February 28, 1939—representing 
mainly purchases from the Brazilian mines at St. John 
D’el Rey—were valued at 541,304 contos (say, II.5 per 
cent. of the total note circulation), and if to this be added 
the equivalent of the proposed $50,000,000 loan—say, 
885,000 contos—there would result 1,426,304 contos, a 
sum representing a useful reserve of 30 per cent. to the 
note circulation. 

The Agreement also provides for the Export-Import 
Bank of Washington extending credits to Brazil for 
$19,200,000 for the purpose of liquidating arrears of com- 
mercial debts to the U.S.A. Further, long-term credits 
for $50,000,000 by the Export-Import Bank may be 
opened over five to ten years in order to finance the 
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export of American capital goods—particularly railway 
materials, etc—to Brazil, this being regarded as a 
deliberate American trade drive mainly against the 
German Aski mark system whereby Germany has made 
such great inroads into Brazil’s markets. 

It would appear that, in return for America’s finan- 
cial aid, Brazil may consider resuming partial service in 
July next on her bonds outstanding in the U.S.A. Repre- 
sentatives of the defaulted sterling bonds naturally are 
watching the position closely. Although the Agreement 
has, in general, been favourably received by trade 
circles, the success of the whole programme depends 
upon the extent to which Brazil’s economy is further 
diversified—for which American help is promised—and 
her export surplus expanded. In this respect the out- 
look is far from encouraging, the final result of Brazil’s 
foreign trade for 1938 having been a small favourable 
balance of only £209,000 (gold), compared with 
£1,922,000 (gold) in 1937, as the increase in the volume 
of exports of coffee, cotton, etc., was more than offset by 
the fall in primary commodity prices in 1938. 

While America’s efforts to assist the wheels of 
commerce to revolve in Brazil must be regarded with 
sympathy, the final upshot is thus still uncertain. Brazil 
has embarked upon an ambitious Five-Year Plan to cost 
some £7,500,000 sterling annually, the funds to be raised 
from various sources, including the taxation of exchange 
operations. To this end a Decree was signed in March, 
1939, raising the tax on exchange remittances in cover 
of imports from 3 to 5 per cent. and that on other remit- 
tances from 6 to Io per cent. The regulations which up 
till April made obligatory the deposit of funds with the 
banks against the supply of exchange to meet imported 
goods continued to affect the movement of banking 
funds. Thus over the complete year 1938 total bank 
deposits in the State of Sao Paulo alone rose from 
2,930,518 to 3,837,462 contos, cash holdings from 623,664 
to 744,267 contos, and total loans and discounts from 
2,989,405 to 3,404,728 contos. 

In Colombia, Ecuador, and the Central American 
‘coffee’ countries of Guatemala, Nicaragua, and 
Salvador—the chief competitors to Brazil—crops have 
been generally favourable and are being regularly dis- 
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posed of, with consequent increasing freedom in the 
foreign exchange markets and easement of the import 
position. Moreover, the Central Banks in_ these 
countries continue to show a strong position in gold and 
other reserves held against sight liabilities. Although 
Peru’s favourable trade balance in 1938 was reduced to 
about 82,000,000 soles from 130,000,000 soles in 1937, the 
general situation is sound, exchange control is still 
avoided, and the all-important 1939 cotton harvest 
should be considerably in excess of that of last year. 

Uruguay’s export movement continues slow, especi- 
ally for wool—the chief product—and, with Germany 
the best market therefor, large import exchange quotas 
have been granted to that country at the controlled rate 
during the first quarter of 1939. In Chile, also, 
where the system of prior import permits has now been 
adopted, this is being used so as to govern the source of 
Chilean imports in ratio to the supply of foreign 
currencies provided by the various countries purchasing 
Chilean products, and, with a shortage of sterling and 
dollars compared with ample ‘“ compensation ” curren- 
cies, there is a tendency for the preferential granting of 
permits for imports from the “ compensation ” countries 
concerned. 

Government discussions continue in Chile on the 
Bill for raising a large sum to rebuild the areas 
devastated by the January earthquake, but it is still 
problematical whether financial assistance may be 
obtained abroad, especially in the United States. Due 
to world conditions, Chile’s exports fell in value in 1938 
to 682,000,000 pesos of 6d. (gold) against 947,000,000 in 
1937, but internal repercussions were lessened by the 
liberal credit policy of the banks. Between the end of 
1937 and the close of the past year, bank advances 
rose from 2,020.1 million pesos to 2,106.7 millions, 
that is, by 4 per cent. In its turn the National Savings 
Bank increased its credit operations during the same 
period from 363.7 million pesos to 477.4 millions, i.e. by 
31 per cent. This expansion of credit naturally affected 
the cash holding of the banks. The inheritance of the 
inflation which took place in 193t and 1932 was an 
enormous surplus cash holding, which has_ been 
gradually diminishing, so that in the past year the banks 
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have had to resort to a greater extent to rediscounting 
in the Banco Central. At the end of 1937 the balance 
of rediscounts was 13.1 million pesos, and at the end of 
the past year 72.7. millions. It is very possible that 
in ensuing months rediscounts may again increase 
considerably. 


Correspondence 





‘* Staggered’”’ Pay-Days? 
To the Editor of THE BANKER. 
Sir, 

The National Amalgamated Union of Shop Assis- 
tants, Warehousemen and Clerks recently urged that 
pay-days should be “staggered.” They argued that, 
because, by tradition, most people are paid on a Friday, 
there is a shopping rush and consequent congestion on 
Saturday, particularly in the suburbs of London and the 
larger provincial towns. 

The subject is obviously of importance from the 
point of view of the shopkeeper and shop assistant, but 
it is also of considerable interest to the large employer 
of labour. In the case of a large business, especially 
where piece work is involved or wages paid on an hourly 
basis, a definite advantage might be shown by paying 
employees in each department or group of departments 
on a different day. Such an arrangement would enable 
the work of preparing and checking wage-sheets and 
filling in the various pay envelopes to be spread over the 
whole week and the normal struggle to get ready for the 
weekly pay-day avoided. To begin with, however, it 
would not be advisable to apply the scheme uncondi- 
tionally. The lower-paid workers, working in many 
cases on a very narrow financial margin, would 
obviously prefer to get their money at the week-end, 
since Saturday is the day for recreation and purchasing 
provisions for the week-end. In these cases it would 
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probably be better not to pay wages earlier than 
Wednesday. In the case of higher-grade artisans, 
“ black-coated’”’ workers, Civil Servants, and so on, 
there is no reason why the pay-days should not be 
spread over the whole week. In large organizations, the 
best system would seem to be to pay clerical and higher- 
paid workers on Monday, Tuesday and Wednesday, and 
the lower-grade workers on Thursday and Friday. 

The banks would welcome “staggered” pay-days. 
In busy districts there is heavy pressure on bank staffs 
between eleven and two on Friday and to a lesser extent 
on Saturday morning, when the counter is besieged by 
the representatives of a number of different firms all 
endeavouring to draw money for wages, while private 
customers are crowded out. There is an atmosphere of 
strain and a liability to make mistakes; bank cashiers 
would, I believe, welcome any device whereby this state 
of affairs could be avoided. Where it is not practicable 
for a firm to spread payment of wages over more than 
one day, the scheme would be put into operation by 
different employers paying wages on different days. 
The problem of organizing “staggered” pay-days 
within a given area admittedly presents difficulties, but 
by invoking the aid of a local Chamber of Commerce or 
other appropriate institution it should be quite possible 
to divide the majority of employers into groups, each 
group paying employees on a different day of the week. 

It seems, therefore, that a scheme for “staggered ” 
pay-days would benefit three sets of people—shop- 
keepers, large employers of labour, and the banks. The 
difficulties in the way of its application do not seem 
insurmountable and the advantages are so great that it 
would be worth while giving it a trial. 

I am, etc., 
GRAHAM CUNNINGHAM, 


Managing Director. 


The “ Triplex ” Safety Glass Co., Ltd., 
1, Albemarle Street, 
London, W.1r. 
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‘Irrevocable ’’ Unconfirmed Credits 


To the Editor of THE BANKER. 
Sir, 
I have read with considerable interest and edification 
Mr. Jacobs’s article in your March issue entitled “ Away 
with the ‘Irrevocable’ Unconfirmed Credit.” With 
Mr. Jacobs I find myself in agreement when he suggests 
that there is something anomalous in a foreign bank 
undertaking irrevocably that a London bank will accept 
certain drafts while the London bank concerned reserves 
its option to refuse. I do not, however, find myself in 
sympathy with Mr. Jacobs in his attempt to justify the 
confused state of English law on the subject. 

It seems to me that if a credit is irrevocable we might 
indicate its irrevocability by using the word “ irrevoc- 
able”; when it has been confirmed this might be 
indicated by using the word “ confirmed.” Moreover, if 
it is a fact that revocable credits are never confirmed, it 
is perhaps almost justifiable to abbreviate the title of a 
“Confirmed Irrevocable Credit” to “Confirmed 
Credit”; but surely it is more than a little irrational to 
call an “ Unconfirmed Irrevocable Credit” a “Confirmed 
Credit,” as is so frequently done when an English bank 
opens a credit which is advised (as Mr. Jacobs 
informs us) through a correspondent abroad (without 
confirmation). 


There are, no doubt, many people in this country 
who, with Mr. Jacobs, do not consider that there may be 
a value in distinguishing an irrevocable from a con- 
firmed irrevocable credit. In an endeavour to carry 
conviction to such as are of this persuasion I should like 
to tell my story through the mouth of a hypothetical 
exporter. In the first case I export goods to the United 
States of America on ninety days’ sight terms in dollars. 
I receive an Irrevocable Credit from a bank in New 
York (capital $80,000,000, total assets $1,000,000,000) 
authorizing me to draw at ninety days’ sight on that 
bank. I may know that the Letter of Credit is authentic 
if I receive it direct, but it is more probable that I shall 
know this if I am advised through the intermediary of 
a local bank, without—to use the word which in this 
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connection appears to have lost its independent existence 
in England—confirmation. (This question of authenti- 
cation will be more important if the credit is advised by 
cable). Granted it is authentic, the Letter of Credit is 
of considerable value to me. I know that the purchaser 
can do nothing without my consent to prevent my 
obtaining a New York ninety days acceptance if I care- 
fully observe and fulfil the terms of the credit. From 
this it follows that my bank, or the bank through which 
the credit was advised to me and, probably, any other 
local bank, will, exchange restrictions and hostilities 
excluded, negotiate my draft as soon as the goods are 
shipped. 


In the second case I invoice in sterling and the same 
New York bank (without the confirmation of the 
London bank, though possibly advised to me by it) 
undertakes, irrevocably, that a London bank will accept 
my draft at ninety days’ sight supported by certain 
documents. I may still feel that I have something of 
value. Again I may justifiably think that, apart from 
the happening of something so cataclysmic as the 
imposition of exchange restrictions between Great 
Britain and the United States, I am reasonably certain 
that if I observe and fulfil the terms of the credit I shall 
receive payment, less discount, on shipment of the 
relative goods. 


In both these cases I may be quite satisfied with my 
Unconfirmed Irrevocable Credit. What, then, are the 
circumstances in which I shall prefer a Confirmed 
Irrevocable Credit? The answer depends on whether I 
am an exporter to countries other than the United States 
or whether I think that, cataclysmic though they may 
be, exchange restrictions between Great Britain and the 
United States are a possibility against which I prefer to 
be protected: or perhaps the United States bank issuing 
the credit is a small concern and does not command my 
confidence to a sufficient degree to merit my accepting 
its credit (whether in sterling or in dollars) without the 
support of a local bank. 

Reverting to my normal, prosaic self, I wish only to 
add that, for reasons which I have endeavoured to 
demonstrate, it is my opinion that in this country no less 
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than in the countries subscribing to the “ Uniform 
Customs and Practice for Commercial Documentary 
Credits”’ there exist distinct uses both for Irrevocable 
Credits and Confirmed Irrevocable Credits. 

I am, etc., 


JOHN BAGULEY. 





[Mr. Maurice Jacobs writes: Mr. Baguley suggests 
that in my article I endeavoured to justify confusion in 
the law concerning credits. If he refers to the authori- 
ties I quoted—and there are others—he must certainly 
agree that confirmed credits and irrevocable credits are 
identical; in this respect, at least, the popular criticism 
of the law’s obscurity is untenable. As recently as 
1936, Mr. Le Quesne, K.C., stated in the Gilbart Lectures 
that ‘he who speaks of a ‘ confirmed irrevocable credit’ 
says the same thing twice over.’ Furthermore, 
experience shows that sellers, also, when contracting for 
payment by means of irrevocable credits, assume that 
the credits will be in such form that the accepting bank 
is obliged to honour the shipping documents, if in order. 
Though there is an advantage in using a type of credit 
which avoids payment of a commission, however paltry, 
this advantage is surely outweighed if merchants, for 
whose benefit credits exist, are thereby misled. In giving 
examples of what he terms “ Unconfirmed Irrevocable 
Credits” (a self-contradictory expression), Mr. Baguley 
appears to have misunderstood one of my main points. 
The first example is clearly a Confirmed Credit, as it 
cannot be revoked by the accepting bank; the subse- 
quent advice of the credit through a correspondent bank, 
with or without additional obligation, does not affect a 
legally established definition which is employed also in 
mercantile practice. | 
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Diz REVOLUTION DES NIHILISMUS. (KULISSE UND WIRK- 
LICHKEIT IM DRITTEN REICH). By HERMANN 
RAUSCHNING. (Zurich: Europa Verlag, 1938. 
Pp. 510. 18 frs.) 

THE literature about Nazism is getting quite formi- 
dable. The external development of the movement has 
been frequently well described; its philosophy has been 
widely advertised by propagandists who have attempted 
to make it an article for export, regardless of the 
fact that purely exclusive racialism does not lend 
itself well to this purpose. Until Dr. Hermann 
Rauschning’s “The Revolution of Nihilism ” was pub- 
lished, however, no book was available which took the 
reader behind the facade of a movement which, unlike 
Fascism, is not a mere elaboration and intensification of 
certain well-known national tendencies. As_ Dr. 
Rauschning shows, it is a movement which implies a 
world revolution, whose consequences may go farther 
even than those of the Bolshevist experiments—the 
spiritual affinity to which is evident to Dr. Rauschning. 
Dr. Rauschning is well qualified for his self-set task. By 
birth, training and occupation he belonged to the land- 
owning classes of Eastern Prussia; he went through the 
cadet school, the university; and after the war settled 
down as a gentleman farmer in the agricultural parts of 
Danzig. He became a leader of the Nazis, from whose 
advent to power he expected a change in national affairs 
—as did so many of his class. Becoming President of 
the Danzig Senate, he had to leave his position, his 
property and his country when he saw the true face of 
Nazism. 

Dr. Rauschning’s book is not easy to read, for the 
three parts—‘‘The Victory of the New Order,” 
“Dictatorship within the Dictatorship” and “The 
Redistribution of the World ”—suffer not so much from 
repetition as from an overflow of knowledge. The great 
merit of the book, on the one hand, is the personal 
experience on which the author can draw, for he has 
had intimate business and social relations with every- 
body of importance in the Third Reich. These personal 
recollections are not used for the purpose of self- 
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advertising revelations, but merely as modest explana- 
tory footnotes. What is much more important is his 
knowledge of the work of writers, who do not belong to 
the inner circle of the Party but provide ideas and pro- 
grammes which the Party adopts for its own practical 
ends, such as Ernst Jiinger, Ernst Nieckisch, Banse and 
Karl Haushofer. 

To Rauschning the Party is a self-selected group, an 
élite of ruthless adventurers who have seized power and 
wield it arbitrarily. They have no constructive aims, 
no faith, but only one desire: to seize power, to hold 
power, to wield power and to increase power. The 
philosophy expressed in the Party programme is neces- 
sary for the masses, who must have a constructive social 
aim and a faith which elevates them above their own 
material interests. The leaders do not share it. They 
merely feed the product to the vast propaganda 
machine; they see to it that a collective mind is created 
which is immune from all other influences and so obeys 
blindly. In their desire to get power the leaders started 
a revolution without an aim. ‘The Bolshevists dream of 
a time when all the objects they are striving after have 
been realized, when the State can wither and coercion 
can be dropped, when a kind of Golden Age has been 
inaugurated in which the wolf and the lamb can forget 
their appointed véles as carriers of the dialectical process 
and blissfully go to sleep. The Nazi “ élite” do not 
harbour such dreams. ‘They need revolution for revo- 
lution’s sake, movement for motion’s sake. To them, 
means are ends. According to Dr. Rauschning’s thesis, 
the Nazi revolution is a revolution which believes in 
nothing, aims at nothing and stops at nothing. It must 
go on revolutionizing until it has spent itself; nobody 
can turn it back or moderate it. It is the “ revolution 
of Nihilism.” 

Slowly its spirit is penetrating the army, which sup- 
ported it in the beginning for national military reasons. 
In the eyes of the army leaders, the German army for- 
merly was the nation in arms. The new concept is no 
longer that of the citizen soldier ready to defend his 
country, but of the professional mercenary, to whom 
war is an end in itself. The core of the army is to be 
composed of ‘‘ Landsknechte”’ (mercenaries), who fight 
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for fighting’s sake because they love danger and are 
hardened enough to enjoy the horrors of modern war- 
fare—not because they are the instruments of policy. 
War for war’s sake is man’s natural business and social 
life must be organized so as to make this business 
possible and successful. These are the ideas which form 
the background of Nazi foreign policy. Though the 
Nazis talk loudly about equality, they do not really care 
for it. They want a monopoly of power. This they 
already have at home. Now they are bent on achieving 
the same abroad. First they want to be the equal of 
the strongest; then to take their place. They see very 
plainly “the crumbling of empire ” (as I have called the 
tendencies which nowadays are at work in the breaking 
up of established empires). They do not think that the 
age of empire-making has gone; they only believe that 
decaying nations, like England and France, cannot hold 
empires any longer. And Nazi Germany is only too 
ready to shoulder the burdens which weaker nations 
drop. While proclaiming themselves and their Italian 
allies as young nations, the Nazis insist at the same time 
on the glories of Rome and the German-Roman Empire 
which they both shared, of which both have been 
robbed, and which entitle them to a marvellous “ come- 
back.” They are quite sure that the future is theirs— 
but for the shadow of Russia and the U.S.A., who have 
more space, more men and greater youth, but which 
may perhaps be split up by propaganda. 

This is the picture of “Nihilist Revolution”—sombre, 
sinister and terrifying—which Dr. Rauschning unfolds 
before our eyes. There is unfortunately no reason to 
assume that it has been overdrawn. 


M. J. Bonn. 








INTERNATIONAL MONETARY Economics. By MICHAEL A. 
HEILPERIN. (London, 1939: Longmans, Green & 
Co. 15s. net.) 

THE author gives an interesting account of the con- 
troversy between monetary nationalism and monetary 
internationalism. He is wholeheartedly in favour of the 
latter, and advocates a return to fixed parities. Unlike 
most of his academic colleagues who are in favour of 









| 
| 
y 
y 
> 
7 
y 
> 
: 
t 
1 
) 
; 
L 
1 


| BOOKS : 22g 





monetary internationalism, Dr. Heilperin is, however, 
fully aware of the impracticability of an early return to 
the gold standard. He emphasizes that a return to an 
international standard should not be attempted before 
enough economic and financial co-operation has been 
achieved between the various countries, as the success 
of the new monetary internationalism will depend upon 
the degree of co-operation between them. He believes 
that even during the post-war period of monetary 
reconstruction between 1925 and 1931 there was not 
enough international co-operation. Considering that 
even the most extreme optimists hardly dare to expect 
an early return to conditions prevailing in international 
relations during the ‘twenties, this reservation in itself 
rules out a return to gold for a very long time to come. 
Dr. Heilperin makes another commendable reservation 
to his advocacy of rigid parities as the ultimate goal. 
He believes that fixed parities may occasionally, in the 
case of major difficulties, have to be replaced by more 
flexible exchanges. His sense of reality in this and 
many other respects is one of the reasons why the book 
can be recommended to practical bankers tired of read- 
ing about abstruse theories and impracticable schemes. 
EcoNOMIC ADAPTATION TO A CHANGING WORLD MARKET. 

By Cart Major Wricut. (Copenhagen, 1939: 

Einaar Munksgaard. os. 6d. net.) 


Mr. WRIGHT bases his study largely on the experience 
of Denmark, and seeks to prove that a quick adaptation 
of the system of production of a small country to the 
changes in the world market is the only means of avoid- 
ing the grave effects of such changes. He further 
attempts to show that it is possible for each country to 
ascertain, on the basis of its special structure and the 
prevailing tendencies in the world market, which “ new 
commodities ” are likely to have a stable market abroad. 


WuaTt’s WRONG WITH THE ECONOMIC SySTEM? By 
A. W. Kwnicut. (London, 1939: Longmans, 
Green & Co. 8s. 6d. net.) 

In his Preface the author explains that, before the 
publication of Mr. Keynes’s “General Theory,’ he 
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arrived at some of the conclusions published in that 
book. The author’s diagnosis of the troubles arising 
from inadequate distribution, trade cycles, etc., is both 
interesting and convincing, but when he comes to the 
constructive part of the book he becomes very vague. 
The writer advocates some form of economic planning, 
but does not discuss the detailed organization of his 
proposed system. 





Obituary 
Mr. E. D. Poynter 


The death is announced of Mr. Ebenezer Davies 
Poynter, who died on March 18, at the age of 83. He 
served for 49 years on the staff of the Westminster Bank, 
joining the bank in August, 1872, and retiring as 
manager of the Islington branch in 1921. 





Appointments and Ketirements 


Mr. W. F. Spalding’s Retirement 


In the retirement of Mr. W. F. Spalding the City 
loses one who has esiablished a high reputation as a 
contributor to banking literature for many years past. 
Born in October, 1879, Mr. Spalding started his educa- 
tion in one of the old Church schools, and, to use his own 
words, is still being educated. After spending five years 
in a London timber merchants’ office, he commenced his 
banking career with the Hongkong & Shanghai Banking 
Corporation, in whose service he had been almost 
exactly 36 years on the date of his retirement on 
March 31 last. For many years he had been Principal 
of the Bullion Office and of the Income Tax Department, 
and in that capacity had a great deal to do with the 
disposal of the enormous amount of silver that flowed 
to London following the demonetization of silver by 
China and the Crown Colony of Hongkong. 

Mr. Spalding has been a member of the Institute of 
Bankers, London, since 1909, and was a Member of 
the Council of that body from 1923 to March, 1939. He 
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completed his examinations in the Institute in 1911 and 
was elected a Fellow in 1923, becoming Deputy Chair- 
man in 1933. He is an Associate of the City of London 
College, and was Lecturer in Foreign Exchange to that 
body for many years, having also lectured nearly all 
over the country for the Institute of Bankers. Mr. 
Spalding was the first Examiner in Foreign Exchange 
to the Institute, and is now Examiner in Banking and 
Exchange to the Chartered Institute of Secretaries, Hon. 
Moderator in Banking and Currency to the London 
Chamber of Commerce, and a member of the Advisory 
Board to British Colleges. 

His first attempt at writing on banking was an essay 
competition of the Institute of Bankers on “ The Estab- 
lishment of Foreign Branch Banks in London,” for 
which he gained the first and only prize awarded by the 
Council of the Institute in 1911. Since then his well- 
known books have been regularly forthcoming, the 
principal being “ Foreign Exchange and Foreign Bills.” 
(which has been translated into several foreign lan- 
guages), “A Primer of Foreign Exchange,” “ Banking 
and International Exchange,’ “Eastern Exchange 
Currency and Finance,” “The London Money Market,” 
“The Functions of Money,” “ Bankers’ Credits,” ‘“ The 
Banker’s Place in Commerce,” the centenary edition of 
“ Tate’s Modern Cambist,” and supplementary volumes. 
His latest book appeared at the end of 1938 under the 
title of “ A Key to Money and Banking.” 

Other interests include Freemasonry (Past-Master of 
the Authors’ Lodge, and First Principal of the Authors’ 
Royal Arch Chapter), gardening, and the Scout move- 
ment, in which for many years he was a Commissioner. 


Alexanders Discount Company 

The retirement is announced of Mr. H. W. Adams, 
of Alexanders Discount Company. Mr. Adams joined 
Alexanders 28 years ago and for many years has been 
an assistant to the management. He was an old Oxford 
rowing Blue, having rowed in the boat races of I902 and 
1903. 
District Bank 

Mr. Donald Beith has resigned from the District 
Bank board, which he joined in 1935 on the absorption 
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of the County Bank. Before the amalgamation Mr. 
Beith was deputy chairman and managing director of 
the County Bank, having been a director of that bank 
since 1922. 

Sir Robert A. Burrows has been appointed a director. 
He is chairman of Lancashire Associated Collieries, joint 
deputy chairman of Manchester Collieries, and a director 
of the L.M.S. Railway Company and of National Boiler 
and General Insurance Company. 


Erlangers 
Erlangers Limited announce that Mr. Roger C. G. 
Chetwode has been appointed a director. 


Hibernian Bank 

The directors have co-opted as directors Mr. Thomas 
V. Murphy and Mr. James F. Boydell to fill the vacan- 
cies caused by the resignations of Mr. Alfred T. Collins 
and Mr. Patrick J. Brady. 


Lloyds Bank 

At Head Office the following appointments have been 
made :—In the Advance Department, Mr. N. C. Day, 
hitherto a controller, has been appointed an assistant 
chief controller on the retirement of Mr. E. A. Raybould 
after 46 years’ service. Mr. C. V. Allen, from Liverpool, 
and Mr. E. G. Fellows, from Kidderminster, have been 
appointed controllers. Mr. W. M. Slater, of Head Office, 
has been appointed inspector in the Chief Inspector's 
Department. Mr. G. Hallam, of the Income Tax 
Department, has been appointed assistant secretary of 
the Staff Superannuation Funds, and Mr. H. T. Manville, 
from Coventry, has been appointed to Head Office for 
special work under the general managers. 

Mr. R. J. Trevitt, from Colmore Row, Birmingham, 
has been appointed sub-manager of Coventry branch. 
On the retirement of Mr. C. A. Allen after 42 years’ ser- 
vice, Mr. H. Robson, from Derby, has been appointed 
manager of Doncaster branch. Mr. R. G. Firth, from 
the Inspection Staff, has been appointed sub-manager 
of Exchange branch, Liverpool. At Gants Hill branch, 
liford, Mr. H. U. Fisher, from High Road, Ilford, has 
been appointed manager. Mr. R. B. Dyer, hitherto an 
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Advance Department controller, Head Office, has suc- 
ceeded Mr. C. G. Osborn as manager of Huddersfield 
branch on Mr. Osborn’s death. Mr. J. G. Kendall, from 
Nottingham, has been appointed manager of Kidder- 
minster branch.. Mr. C. Lees, from Temple Row, 
Birmingham, has succeeded Mr. O. D. Hamer as joint 
manager of Leeds (also Armley and Woodhouse Lane) 
branch on Mr. Hamer’s retirement after 41 years’ 
service. Mr. R. S. Hunter, from Sunderland, has been 
appointed sub-manager of Liverpool branch. The 
retirement is announced of Mr. J. T. Porteous from 
Newburn branch. Mr. R. M. Wignall, from Exchange, 
Liverpool, has been appointed assistant manager of 
Nottingham branch. On the retirement of Mr. S. G. 
Harris after 40 years’ service, Mr. W. R. Bazley, from 
the Inspection Staff, has become manager of Porthcawl 
branch. Mr. E. J. Stanley, from the Inspection Staff, 
has been appointed a sub-manager of Shrewsbury 
branch. Mr. H. C. Clapham, also from the Inspection 
Staff, has been appointed sub-manager of Sunderland 
(also Chester Road and Monkwearmouth) branch. At 
Temple Row branch, Birmingham, Mr. H. F. Bill, from 
Walsall, has been appointed manager. He is succeeded 
as manager at Walsall branch by Mr. R. Clarke, hitherto 
an inspector. 


London Discount Houses Committee 

Mr. Francis Goldsmith, managing director of the 
National Discount Company, has been re-elected chair- 
man of the London Discount Houses Committee for the 
ensuing year. 

Sir Alfred Ernest Tritton, senior partner of 
Brightwen and Co., banking and discount agents, has 
been re-elected vice-chairman. 


Martins Bank 

Mr. John J. Ritchie has resigned his seat on the Leeds 
Board of the bank, which he has occupied during the 
past nineteen years. He remains a director of the 
General Board. 

Colonel James Walker, D.S.O., chairman of the 
Leeds Board, has been elected to the General Board of 
the bank. Formerly a director of the Halifax Commer- 
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cial Banking Company Limited, on the amalgamation 
of that bank with Martins Bank he became a member of 
the Leeds Board. Colonel Walker served with distinc- 
tion in the Great War, being awarded the D.S.O. and 
bar and also French and Belgian military decorations. 
He is a director of J. Walker and Sons, Limited, blanket 
manufacturers, of Mirfield. 

At Head Office, Liverpool, Mr. J. H. Mort and Mr. 
M. Conacher, hitherto joint assistant superintendents of 
branches, have been appointed joint superintendents of 
branches. 

At Liverpool City Office, Mr. W. Thomson, hitherto 
manager of Heywood’s branch, Liverpool, has been 
appointed manager, and Mr. W. E. Elliott, hitherto 
assistant manager, has been appointed sub-manager. 

Mr. J. F. W. Dixon, hitherto manager of Victoria 
Street branch, Liverpool, has succeeded Mr. W. 
Thomson as manager of Heywood’s branch, Liverpool. 

Mr. W. D. Armstrong, hitherto sub-manager of 
Liverpool City Office, has been appointed manager of 
Victoria Street branch, Liverpool. 


National Bank of Egypt 

Sir Bertram Hornsby has resigned from the board 
of the National Bank of Egypt, with which he had been 
connected for nearly 35 years. 


Union Bank of Scotland 

At Lothian Road branch, Edinburgh, Mr. Alexander 
Terras, joint agent, has retired and is succeeded by Mr. 
Thomas Martin, formerly joint agent with Mr. Terras, 
as sole agent. 

At Portsoy branch, Mr. Alexander M. Watson has 
retired. He has been succeeded by Mr. Arthur C. 
Bremner, accountant at Huntley branch, as agent. 


Westminster Bank 

Mr. A. W. Bentley, an assistant general manager of 
the bank, has been appointed a joint general manager. 
Mr. L. G. Alexander, the superintendent of branches of 
the bank’s foreign auxiliary, Westminster Foreign Bank, 
has been appointed an assistant general manager of 
Westminster Bank. 
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Westminster Foreign Bank 


Mr. E. L. Palmer has been appointed superintendent 
of branches in succession to Mr. L. G. Alexander. 


New Branches 
Lloyds Bark 


A new branch has been opened at Gants Hill (377, 
Eastern Avenue, Ilford, Essex). 


Martins Bank 

Early in April the Sale Moor branch was transferred 
to the bank’s reconstructed premises at 135, Northenden 
Road, Sale, Cheshire. 

A new branch has been opened at 11, Soho Square, 
London, W.1, under the management of Mr. T. I. Bond. 


National Provincial Bank 


The National Provincial Bank has opened a branch 
of its trustee department at 16, George Street, Sheffield. 


Union Bank of Australia 


A new branch has been opened at Fortitude Valley, 
Brisbane. 


Union Bank of Scotland 

A branch of the bank has been opened in Beresford 
Terrace, Ayr, under the charge of Mr. Walter Rounsfell, 
who will continue to act as agent at Ayr branch. Mr. 
James L. Johnston, accountant, has been authorized to 
sign official documents “ pro agent.” 

Another new branch has been opened in Stewart 
Terrace, Bearsden, under the charge of Mr. Angus 
McLean Thomson, who will continue to act as agent at 
Queen’s Cross branch, Glasgow. 


Westminster Bank 


The bank has opened a new branch at 154, Warring- 
ton Road, Lower Ince, Wigan, under the management 
of Mr. C. W. Waghorn, of Wigan. 
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Bank Meeting 
THE BANK OF AUSTRALASIA 


DIVIDEND MAINTAINED 


MR. D. F. ANDERSON 


HE one hundred and fifth annual 
T general meeting of the Bank of 

Australasia was held on March 30 in 
London. 

Mr. D. F. Anderson, who presided, said 
that specie, bullion, etc., together with 
Government notes and Government and 
other securities represented over 35 
per cent. of their total deposits, or 7s. in 
the £, compared with 45 per cent., or 9s. 
in the £, last year. Last year the Chair- 
man, commenting on the unusual strength 
of this position, said he would rather have 
the money employed in safe commercial 
advances, and during the last year condi- 
tions had made this possible. Advances 
had increased by £3,600,000, and amounted 
to 93.6 per cent. of total deposits, a figure 
which might alarm bankers in this country, 
but was nothing unusual in banks operating 
in Australia and New Zealand. In coun- 
tries where primary producers were the 
chief borrowers the individual pastoralist 
looked either to his bank or to the pastoral 
companies for his capital, and 45 per cent. 
of the bank’s advances were to pastoralists, 
farmers, and industries allied to them, 
while 10 per cent. were to manufacturing 
and other secondary industries. 

COURSE OF TRADE 

Imports into Australia in 1937-38 
amounted to £1113 million sterling, against 
£904 million in the previous year, while 
excluding gold and silver, exports amounted 
to £1124 million sterling, against 
£117 million. The reduced value of ex- 
ports was more than accounted for by wool 
alone, which dropped from £50 million 
sterling to £374 million. Apart from gold 
and silver, exports exceeded imports by 
only three-quarters of a million, whereas 
in the previous year they were £263 million 
greater. Exports of gold and silver in- 
creased the favourable balance in 1937-38 
to £12 million, but, as £22 million was 
required in sterling for service of debt, 
reserve London funds had been drawn on 
to the extent of £10 million. 

Australia’s exports were still first and 
foremost the produce of her flocks and 
herds and the fruits of agriculture. Teem- 
ing millions throughout the world went 
daily in need of products which Australia 
and New Zealand could so efficiently and 
cheaply provide, but either these potential 
customers were too poor or they preferred 
to spend their foreign exchange on more 
alarming raw materials, and so long as this 
continued and Australia and New Zealand 
had to depend for the sale of increasing 
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quantities of their produce so very largely 
on the not unlimited capacity of the UK 
market, so long would the possible exter 
of their development and prosperity r. 
main outside their grasp. The Unite 
Kingdom took last year 55 per cent. ¢ 
Australia’s exports, excluding gold an 
silver, including 95 per cent. of her e 
ports of meat and 96 per cent. of her dain 
products. New Zealand was to an eva 
greater extent affected by the capacity ¢ 
the U.K. market to absorb _increasix 
quantities of her produce, and the impcr. 
tance to the U.K. of this feature of tk 
economy of both Dominions was that thes 
sales to our market made possible suc 
large purchases from our factories an 
workships amounting to £38 million by 
Australia and £19 million by New Zealani 
last year. 
NEW ZEALAND TAXATION OF BANK 
In early December the New Zealant 
Government assumed control of the e 
change and of the import trade. All im 
ports now required licences, while th 
trading banks must hold the sterling pr- 
ceeds of all exports at the disposal of th 
reserve bank in exchange for New Zealani 
funds at the current rate of exchange. 
In the matter of taxation the banks hi 
a real grievance which had not yet bea 
remedied. Whereas they would dislike 
but could not call unjust, an income ta 
however high, on the products of all bus: 
nesses, they not only disliked but calle 
unjust a basis which might require th 
banks, and only the banks, to pay incom 
tax on a loss. They hoped that th 
Government, which was re-examining tht 
matter, would agree with them that th 
present basis was scarcely just. 
He hoped that next year not only would 
some of their own difficulties have vanished 
but, far more important, that the world 
would have composed some of its fears atl 
solved some of its more pressing problems 
The report and accounts were unall- 
mously adopted and the retiring directors 
and auditors were re-elected. 


At a subsequent extraordinary gener 
meeting resolutions were passed approvil{ 
the making of an application for a supple 
mental Charter and altering the bye-laws. 

After the termination of the proceeding 
a presentation was made to Mr. C. G 
Hamilton commemorating his re-electio 
as a2 director for the forty-fifth year 
office, it being the eightieth year since bs 
father was first elected in 1860. 
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Bank Meeting 


NATIONAL BANK OF EGYPT 


INCREASE IN 


NET PROFITS 


THE BANK’S FUTURE AND QUESTION OF NEW CHARTER 


CONDITIONS IN EGYPT: 


EFFECT OF 


POOR COTTON CROP AND LOW 


PRICES 


COUNTRY’S 


PRUDENT AND SUCCESSFUL FINANCIAL 


ADMINISTRATION 


SIR EDWARD COOK’S REVIEW OF THE POSITION 





HE thirty-ninth ordinary general 
T iecting of the shareholders of the 
National Bank of Egypt was held at 
the Head Office of the Bank in Cairo, on 
March 23. 
Sir Edward Cook, C.S.I., 
Governor), presided. 


C.LE. (the 


DIRECTORS’ REPORT AND ACCOUNTS 
The Directors’ report was as follows: — 
The directors present to the shareholders 

the balance-sheet and profit and _ loss 

account for the year ending December 31, 

1938. 

The gross profit for the year, after pro- 
viding for depreciation on the Bank’s 
buildings and furniture, for rebate of dis- 
count and for doubtful debts, amounts to: 

£951,732 II I 

After deducting from this sum : 
or Directors’ Fees £16,978 2 6 
For Current Expenses £460,113 16 2 £477,091 18 8 


there remains 

conformity with 
Article 49 of the 
Bank’s Statutes a divi- 
dend of 4% is payable 
n the Share Capital 


£474,640 12 § 


£120,000 0 O 
After this distribu- 

tion there remains . 

_ Adding to this the 

balance brought for- 

ward from last year .. 


£354,640 12 5 


£239,444 €5 11 
_ theamount available is £594,085 8 4 
mn this amount the 
directors recommend 
the payment of an 
additional dividend of 
11% on the Share 
Capital which will 
absorb isd <7 £330,000 0 O 
and to carry forward 


the balance of £264,085 


_ The total dividend for the year will thus 
be at the rate of 15 per cent., equivalent 
to £1 10s. per share. An interim dividend 
of 8s. having been paid on September 1, 
1938, there remains to be distributed the 
balance of £1 2s. per share, which will be 
paid subject to taxation under Law No. 14 
of 1939. 


8 4 


BALANCE SHEET 31st DecemBer, 1938. 


LIABILITIES. LE. MM.| £ST 
Share Capital 
300,000 fully paid 
shares of {10 each | 
Statutory Reserve} 
Fund ‘ a 
Special Reserve al 
Current, Deposit anc 
other Accounts 
Egyptian Government 
Sudan Government .. 
Mixed Tribunals 
Bankers’ Accounts 
Cheques and Bills pay- 
able a a3 
Rebate of Discount on 
Bills not yet due .. 
Dividends Unclaimed 
Acceptances, &c. .. 
Provision for payment 
of final dividend at 
the rate of 11% p.a. 
Profit and Loss 
Account Balance .. 


2,925,000 000) 3,000,000 
| 


000] 1,500,009 
000) 1,500,000 
| 


1,462,500 
1,402,500 


17,204,810 289)17,645,959 
2,234,971 805] 2,292,278 
1,035,043 361] 1,061,582 
1,565,917 364) 1,606,069 
608,425 491 624,026 
182,539 672!) 187,220 
4,628 
28,102 
1,513,208 


4,512 450] 
7,399 743] 
55377 968 


2 
1,47 


330,000 





264,085 





30,768,231 31,557,100 


ASSETS. 





Government securities L.E. 
and Securities guar- 
anteed by the Egyp- 
tian Government .. 

Sundry Securities 

Advances on 
chandise : 5a 

Advances on Securities 

Advances otherwise 
secured 

Sundry 
vances ee 

Bills of Exchange 

Local Bills Discounted 

Buildings, Furniture, 


£ST. 


11,037,308 
3,440,989 


11,320,316 
: 3,529,219 

Mer- 

3,490,980 

2,822,949 


3,580,493 
2,895,333 
a ea 1,022,274 1,048,486 
other Ad- sates 
is 922,626 
1,741,900 
161,524 


946,283 
1,786,564 
165,666 
&c. .. os es 211,063 216,475 
Money at Call and at 
Short Notice 
Bankers’ Accounts 
Clients’ Liability for 
Acceptances, &c., as 
per contra .. . 
Cash : 
Notes : 
L.E. 1,794,304 : 250 
Gold and_ Silver 
coin, &C.655,217:145 


1,467,375 
524,338 


1,505,000 
537,783 


1,475,377 1,513,208 





2,449,521 395] 2,512,329 





30,768,231 





426)31,557,160 


CHERIF SABRY 
E. MINOST. 
Directors. 


2. M. COOK, 


Governor. 


U 









REPORT OF THE AUDITORS 
We have examined the Books of the 
National Bank of Egypt and in our opinion 
the above Balance Sheet is properly drawn 
up so as to exhibit a true and correct view 
of the state of the Bank’s affairs as shown 












by the Books. We have also verified the 
Cash, Notes and Securities at the Head 
Office and at the Cairo and Alexandria 






Branches and have found the same correct. 
[he London Returns have been audited and 
certified by Messrs. Deloitte, Plender, 
Griffiths and Co., Chartered Accountants. 
j. C. Swizy, 
W. G. CARMICHAEL, 
Chartered Accountants. 
Cairo, 8th February, 1939. 















ISSUE DEPARTMENT 
L.E. MM. 
Not ISSUE 22,200,000 000 
22,200,000 000 
LE. MM LE. MM. 

GOLD 6,240,553 305) 

*British Treasury Bills 

and Treasury Bonds! 4,859,416 692] 11,100,000 000 








SECURITIES : 
Egyptian 
ment Securities and 
Securities yuaran- 
teed by 
tian Gove 
British Treas 


Govern- 






















and British War 
Loan },600,000 000} II,I00,000 000 
22,200,000 000 
* By authority of the Egyptian Government these 
Treasury Bills and Treasury Bonds are deposited in lieu 
of Gold. 
PROFIT AND LOSS ACCOUNT. 
L.E MM, £ST. s. & 
Dr 
Directors’ Remunera 
tion 16,553 6072 16,975 2 6 
Current Expenses 448,610 gf 460,113 16 2 
Interim Dividend at the 
rate of 4% p.a. 117,000 oo 120,000 o 
Provision for payment | 
of final dividend at 
the rate of 11% p.a. 21,750 oo 330,000 O O 
Balance carried for- 
ward . 257,483 283 264,085 8 4 
1,101,397 g18| I,IQI,I77 7 © 








CR ‘LE. 


awl : 
MM £ST. s. d. 
} 






Gross for the 
year € 1 31st 
December, 1935, 
after providing for | 
depreciation on | 





buildings and furni- | 
ture, for rebate of 
discount, and for | 










doubtful debts | 127,939 242 951,732 11 I 
Balance brought for- 
8 67( 239,444 15 II 


ward from last year 233,45 








( 1,161,397 91S! 1,191,177 7 Oo 
GOVERNOR’S SPEECH 

For some years a large part of my 
remarks at our annual meetings has been 
devoted to financial and economic condi- 
tions in countries abroad, particularly in 
Europe, upon whose purchasing power 
Egypt’s own prosperity so largely depends. 
This afternoon I have certain other matters 
on which to speak to you, and I shall not 
have so much to say on world affairs. I 
think you will be glad to be spared any 
but the briefest reference to the depressing 
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circumstances which occupy so much spa 
in the daily papers. 

Last year I said that Europe was jp 
danger of returning to the Middle Ages 
That was an understatement. A_ greg 
gulf seems to have opened between th 
world in which we grew up and spent mos 
of our lives and the one we see around js 
We look back to the former as a world oj 
confidence and of personal liberty, of free. 
dom of conscience, and of steady progress 
The latter seems to most of us a world of 
anxiety and fear, and of increasing ep. 
croachment upon freedom of person and of 
trade, wherein even the most peace-loving 
nations are diverting—to the forging of 
weapons of destruction—energy, technica] 
knowledge, and productive power which 
could otherwise be devoted to the pro. 
motion of human happiness. 

Sooner or later this darkness will b& 
followed by the dawn, and I serve no useful 
purpose by emphasizing the prevailing 
gloom. Let us turn to a consideration oj 
the conditions in the land we live in. 


EGYPTIAN COTTON CROP 

A year ago I spoke to you of record crops 
and of greatly increased purchasing power 
Since then there has been a set-back, the 
cotton cultivator having been doubly hit 
The low level of prices to which cotton 
fell two years ago was largely compensated 
by the size and quality of the crop. Last 
year prices remained as low, while, through- 
out most of Egypt, the producer obtained a 
very poor yield per acre, owing to floods 
and pests. The gross value of production 
per acre has fallen from about £E.13 in 
1937 to £E.10 in 1938; the total value of 
the crop was in the neighbourhood of £E.18 
million, whereas in the previous year it 
was over £E.26 million, this year’s 
figure being the lowest since 1932. It is 
mainly cotton that pays rents and taxes 
and there is no doubt that many cult 
vators have recently been going through 2 
difficult period. 

Similarly, it is principally on the export 
of cotton that Egypt depends for the funds 
wherewith to purchase the goods she needs 
and for her other foreign payments 
Exports of cotton have recently improved, 
but are still substantially behind those a 
last year. This reduction, combined with 
lower prices, has had its effect on the 
balance of trade. During the previous five 
years this had, on an average, been favour 
able to the extent of nearly £E.3,000,000 
a year. In 1938 there was an advers 
balance of nearly £E.7,000,000. For 
tunately, the mechanism for maintaining 
the stability of the piastre-sterling exchange 
is fully adequate to meet all such trade 
variations. 

Egypt is by no means a one-crop countly 
yet much depends on the price of cottol. 
When this is good spirits are buoyait, 
cultivators make plans for planting as much 
as possible in the ensuing year, those wi 
have saved money from the sale of thet 
crop think of buying more land, values 
rise, shopkeepers replenish their stocks 
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When the price falls spirits are deflated, 
margins run off, creditors take fear, and, 
more recently, debtors begin to press the 
Government to intervene on their behalf. 


DEPENDENCE OF EGYPTIAN COTTON 
ON WORLD CONDITIONS 


Nowhere are agriculturists, as a class, 
students of world economics. The Egyptian 
fellahin are no exception; very few of 
them understand that the price of their 
cotton is wholly determined by conditions 
external to Egypt. They note that other 
internal prices (for example, of wheat and 
of sugar, which are not in this country 
articles of export and do not have to com- 
pete in world markets) have been success- 
fully improved by governmental action, 
and it is natural that they should expect 
similar help for cotton. However much 
one may sympathise, it does them no 
service to encourage them to think that 
direct action by the State can have any 
beneficial effect, other than a temporary 
one at most, on the price of their product. 
On the contrary, as past experience has 
shown, any attempt to bolster up cotton 
prices must in the long run do more harm 
than good. 

Egypt’s crop is only 6 per cent. of the 
total world production. It is true that 
spinners of fine yarn will buy her cotton 
in preference to others, but not if the price 
is out of touch with that prevailing for 
similar cotton in foreign markets. In a 
world which seems to be busy diminishing 
its purchasing power, they will not spin 
at all when not justified by the demand 
for textiles. There is, moreover, at present 
an important factor which makes the future 
course of prices more than ever dependent 
on conditions abroad. The amount of 
“loan ’’ cotton held in stock in the United 
States is more than 11,000,000 bales, a 
figure which approaches near the total 
world consumption of a whole year, and 
there is no assurance that this cotton, or 
a large portion of it, may not at some 
time be thrown on the market. 


Altogether, Egypt is not a country in 
which the methods of the New Deal are 
practicable ; to try them will end in failure 
and may provoke disaster. There can be no 
question that in the long run Egypt stands 
to gain by following her traditional policy 
of growing as much cotton of the finest 
quality she can and selling each crop at 
the best price she can obtain, without 
waiting for something better to turn up or 


expecting her Government to attempt the 
impossible. 


POSITION FUNDAMENTALLY SOUND 
At 

bright 
‘count your blessings.’’ 
minded you of the many advantages which 
ml A possesses—her fertile soil and hard- 
ng peasantry, finances that have been 


a time when things may seem not so 
it is well to remember the old saw 
I have often re- 


carefully nursed, a public debt which is 


probably unique in being lower than before 
the Great War, and a currency which is 
sound. Past experience has shown that she 
has a marked resiliency and recuperative 
power, and in times of general trade depres- 
sion has suffered much less than other 
countries not so fortunately situated. 


CONTINUANCE OF PRUDENT 
FINANCE: NO GROUND FOR 
APPREHENSION 
There is thus no ground for despondency, 
even among those of the ventier class who 
have noted with concern the marked fall 
during the past few months in the prices 
of Egyptian securities. To a large extent 
this fall has been due to certain external 
factors of which you are aware, such as the 
repatriation of French money coupled with 
the general political malaise in Europe. 
It is true, however, that the fall has been 
proportionately greater in the case of 
Egyptian than in those foreign securities 
with whose prices our own have usually 
moved in harmony. There has been much 
discussion as to the causes. It would take 
too long this afternoon to attempt to dis- 
entangle the thoughts that have been in 
the minds of the fearmongers, a class that, 
here as elsewhere, has in recent years become 
sO numerous and vocal as to constitute a 

public nuisance. 

I will, however, mention one. Until 
recently, Egypt has had to spend com- 
paratively little on defence. She now has 
undertaken the carrying out of a compre- 
hensive armament programme, and appre- 
hension has been felt as to its effect on 
the public finances. The burden is no 
doubt substantial, but its weight should not 
be exaggerated. An impartial study of the 
facts reveals no basis for alarm as to the 
country’s capacity to shoulder the new 
expenditure, provided reasonable care is 
taken. And on the latter point, I have 
observed nothing which causes me to alter 
the opinion I expressed to you a year ago— 
namely, that there were no signs of Egypt 
abandoning the prudent and_ successful 
financial administration which has dis- 
tinguished her Governments in the past. 
NEW PROBLEMS MAY 

NEW METHODS 

This continuity is the more to be wel- 
comed because in one important respect the 
financial problem is _ new. Hitherto, 
Egypt’s revenues have been sufficient to 
cover, not only her ordinary expenditure, 
but also that of a capital nature, for 
example, the construction of the large 
irrigation works which have so greatly in- 
creased her productive capacity during the 
past half century and the cost of which 
would otherwise have had been met from 
borrowed funds. She has accomplished 
more than that; in most years there have 
been surpluses, which have been put aside 
to form a substantial Treasury reserve. 
But with the addition of the new armament 
expenditure, she cannot remain in this en- 
viable and exceptional condition—even 
when her current revenues have been aug- 


REQUIRE 
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mented by the new taxation rendered pos- 
sible by the abolition of the capitulations 
two years ago. 

The Government has accordingly been 
obliged to consider carefully the problem 
of ways and means, involving a survey of 
the national resources and the mobilization 
of the capital reserves. Not only that. It 
may happen at some future date that the 
raising of new capital by borrowing will be 
found desirable, if the further development 
required to meet the needs of an increasing 
population, together with expenditure on 
the nation-building services such as public 
health, are not to be starved. At a time 
of international tension like the present, 
State borrowing would not be so easy as 
formerly. There is also in Egypt’s case 
the further fact that very little Egyptian- 
owned capital is available for investment ; 
such loans would therefore have to rely for 
their success mainly on foreign capital. 


EGYPT AND INVESTED CAPITAL 

When and if the time comes, I have no 
doubt that Egypt’s excellent record and 
the very low level of her existing public 
debt will count in her favour. We know 
that the Government is alive to the fact 
that credit is a tender plant and that 
capital, particularly foreign capital, is often 
shy. We may be sure therefore that it 
will follow a middle path, and while taking 
all necessary steps to secure that the owners 
of capital do not abuse the power which 
money often gives, will avoid any measures 
which would make Egypt an unpopular 
field for investment, a result which would 
have effects on the country’s economy more 
far-reaching than the hampering of State 
borrowing. 

For the present Egypt is suffering from 
no lack of capital. Most of the capital 
invested here, otherwise than in land, is 
foreign-owned. Egypt would be stronger if 
she were not dependent on it and if there 
were a regular flow of domestic capital look- 
ing for investment at home. But we must re- 
member that the best is often the enemy 
of the good. Egypt is to-day much stronger 
than she would be if that capital had not 
been forthcoming or if by some misfortune 
it were withdrawn. As things are, the 
sowing, marketing, and export of her crops 
are financed without difficulty ; credit facili- 
ties are abundant (in some cases too abun- 
dant) at reasonable rates of interest, and 
I have so far not heard of any sound 
industrial enterprise whose progress is being 
hampered by mere lack of finance. 


PART PLAYED BY BANK’S RESERVES 


The structure relies for its ultimate 
strength largely on the resources of the 
National Bank, their liquidity and the way 
they are used. I have spoken of the main- 
tenance of the exchange value of the 
Egyptian currency ; if there is anyone who 
does not realize that great asset therein 
possessed by Egypt, he would soon do so 
once the present stability disappeared. But 
it is specially in time of anxiety or crisis 
that the existence of adequate reserves at 
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the disposal of the Central Bank becom, 
of vital importance, in allaying panic, jy 
maintaining confidence, and, at a tip 
when the foreign banks might be oblige 
by conditions at their home centres to p. 
strict their commitments in Egypt or eye, 
withdraw their funds, in ensuring that th 
country’s trade continues with the minimy, 
disturbances possible. 

Practical demonstration of this fact ha 
been given more than once. In Septemb:; 
last it seemed that the course of evens 
would provide a further test. If this ha 
been the case, it would have proved ong 
more the value to the country of the policy 
followed by the bank for many years, ¢ 
building up strong reserves, wherewith 
buttress the banking and financial system 


THE BANK’S YEAR 

Our large portfolio of securities has ; 
further use—one which touches the shar. 
holders’ interests more closely. The incom 
from it forms about nine-tenths of th 
bank’s gross earnings and is thus the main 
source on which we rely for the payment 
of the dividend and for meeting the bank's 
running expenses, many of which are ip 
curred for the performance of services fo; 
which no remuneration is received. Ther 
has been a general fall in all gilt-edgei 
values during the past twelve months, but 
our securities have been so conservative); 
valued in our books that it has not bees 
necessary for any charge on account oi 
depreciation to fall on the profit and los 
account. 

There was a somewhat greater demani 
for loans during the year, owing to th 
larger stocks of cotton carried by the expor 
firms, our advances of all sorts on Decen: 
ber 31 being £8.5 million as compared with 
£6.6 million at the end of the precedin 
year. Our net profits, after providing fi: 
bad and doubtful debts, have thus rise 
from £459,575 to £474,641. We ask yo 
to approve the payment of the same div: 
dend as in the previous year, absorbi 
£450,000, and leaving £24,641 to be added 
to the carry forward, which will then stand 
at £264,085. 

You will notice a reduction of aboit 
£8,000,000 in our investments owing to tht 
sale of sterling securities of various Gover 
ments. This reduction was due mainly t 
Government drawings and partly to th 
increased demand for advances; its fil 
effect on our income from investments wil 
be felt in the current year. 
































































GRADUAL EVOLUTION TOWARDS 
POSITION OF CENTRAL BANK 






To-day I have a reason for recalling t 
your minds, as briefly as possible, what! 
said at our meeting four years ago abot! 
the gradual evolution of the bank and tht 
developments that had taken place m 








position and responsibilities during 
generation that has passed since % 
foundation. 





Up to 1898 Egypt possessed no bankii 
institution which she could call her ow 
In that year this bank was founded, w* 
the encouragement and support of # 
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Government, who felt particularly the lack 
of any bank of Egyptian domicile equipped 
to deal properly with their banking business 
throughout the country. The bank rapidly 
gained the public confidence and grew in 
strength till, by 1914, it was strong enough 
to play a large part in keeping things 
steady during the anxiety and uncertainty 
prevailing at the beginning of the War. 

Meanwhile, Egypt herself did not stand 
still. For example, other banking insti- 
tutions, domiciled and directed in Egypt 
and working with local resources, came into 
existence. Such developments have led to 
a gradual change in the nature of our 
business. To give one instance, the pro- 
vision of facilities to the smaller cultivators 
and shopkeepers, which was one function 
originally assigned to the National Bank, 
is now sufficiently provided for by other 
institutions. This and other changes have 
enabled us to concentrate more and more 
both upon the more important commercial 
business, such as the financing of cotton 
exports, and also upon certain other func- 
tions which it is nowadays fashionable to 
call those of a central bank. 

Of these latter the most important is the 
management of the currency. Before 1914 
the bank’s notes were only a small part of 
the money in circulation. Among the revo- 
lutionary changes wrought by the War in 
this as in all other countries was the disuse 
of gold coins as circulating money. It 


became necessary to give our notes, which 
had already acquired a certain popularity, 
the status of legal tender and they there- 
upon became in effect, as they now remain, 
the currency of the country. 


INCREASED RESPONSI- 
BILITIES 

The growth in the importance of our 
functions, as the bank of issue and as 
bankers to the Government, while greatly 
adding to the bank’s position and prestige, 
has brought with it greatly increased re- 
sponsibilities. We often have to consider 
the public interests as a whole, to be guided 
by considerations other than those of profit- 
making, and we have not the same freedom 
of action as is possessed by an ordinary 
bank. 

There are many who would go so far as 
to say that, in the National Bank, Egypt 
already possesses a bank which, if not a 
central bank of the classic type, is, for all 
practical purposes, as ‘‘central’’ as is 
possible in Egypt’s present stage of de- 
velopment. Those who hold that opinion 
would point to the fact that the most 
famous central banks of Europe have not 
suddenly assumed their present character, 
still less have they been cast from one and 
the same mould ; they have slowly evolved 
In ways varying with the needs, develop- 
ment and changing circumstances of their 
respective nations. 

PROBLEM OF BANK’S FUTURE 

All this may be true, yet the present 
position is not entirely satisfactory, either 
to the Government or to the bank. The 


GREATLY 


reason, I hasten to add, has nothing what- 


ever to do with the relations between us. 
The bank is grateful for the consideration 
shown to it at all times by _ successive 
Ministers of Finance, and I believe I am 
correct in saying that the Government has 
had no complaint to make of the way in 
which the bank has discharged its responsi- 
bilities or has carried out such special duties 
as have from time to time been entrusted 
to it. The fact is that our position qua 
central bank, our privileges as well as our 
responsibilities, rest on no assured or 
statutory basis. We may be to a large 
extent a central bank in fact, but we are 
not so in form. The circumstances here 
are quite different from those which exist, 
let us say, in England, where there are un- 
written conventions stronger than any law 
and where precision and definition are un- 
necessary. The Government feels that it has 
no guarantee that the bank will always con- 
tinue to act in the same spirit as at present 
or that its ownership may not pass into 
hands where it may be undesirable in the 
national interests that the ultimate power 
over the management should lie. Further, 
it considers that the framework and powers 
of an institution, designed to meet the 
conditions of 1898, are in some respects 
not suited to the needs of modern Egypt. 
The bank on its side feels that it has no 
guarantee as to its own future, and is 
therefore unable to take the long views 
necessary if it is to continue to build on 
the foundations already laid. 


THE ALTERNATIVES BEFORE 

GOVERNMENT AND THE BANK 

If no solution of these difficulties were 
possible, and if there seemed little prospect 
of the bank being able to continue its acti- 
vities usefully beyond the expiry of its 
present charter in June, 1948, it would now 
be the board’s duty to give first place to 
the material interests of the shareholders. 
These would evidently—in such circum- 
stances—be better served by increasing still 
further the liquidity of our assets (viz. by 
curtailing our activities and by limiting our 
various responsibilities) rather than by 
waiting upon the uncertainties of the future. 


COMMUNICATION TO BANK OF 
GOVERNMENT'S VIEWS 

I am happy to say, however, that a 
patient study of the whole position has 
shown both parties that there may be no 
need to adopt a course which would be as 
intensely disagreeable to ourselves as it 
would be harmful to the best interests of 
the country. We have recently been in- 
formed by the Government of the con- 
ditions upon which they are prepared to 
advise his Majesty to grant the bank a new 
charter. These are now under our exami- 
nation and if we feel able to recommend 
their acceptance, we shall summon you to 
an Extraordinary General Meeting in order 
that you may consider any amendments 
to our present statutes that the proposals 
may involve. 

The present is not the time to discuss 
details, and at this stage I have only a 
few general remarks to make. The first 
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refers to a point which is so obvious as 
scarcely to need emphasis. Before agreeing 
to retain their capital in the bank for a 
further period, the shareholders have a right 
to require some assurance that on the 
financial side any new arrangements will not 
be likely in themselves to impair the security 
of the money they have so invested. 

Further, the success of the bank during 
the 40 years of its existence and the services 
that it has been able to render to Egypt 
have been due mainly to two _ things. 
First, the efficiency of its personnel, who, 
entering the bank’s service as young men, 
have been trained in the technique and in 
the best traditions of their profession. 
Second, the bank’s freedom from political 
influences. The bank could be of no real 
service to Egypt if these two essentials 
were not preserved. This does not mean 
that it claims to be a law unto itself, but 
State regulation, in so far as it is necessary, 
must be by law or by the bank’s statutes, 
not by any power of interference in its 
day-to-day administration. Otherwise its 
ability to serve the country would be 
gravely prejudiced, and it might even, 
judging by experience elsewhere, become a 
convenient tool for serving sectional in- 
terests or political ends. We have reason 
to believe that the Government do not 
regard the safeguarding of these vital points 
as incompatible with those national interests 
which it is their duty to protect. 

THE SUDAN 

I have been obliged to say so much 
about Egypt that I must deal as briefly as 
possible with conditions in the Sudan, a 
country which, though under a different 
administration, is linked to Egypt by so 
many ties that the two are much more than 
mere neighbours. There, too, we are the 
Government’s bankers, our notes are the 
local currency, and we do a fair amount of 
commercial business. Bad times always hit 
the Sudan more severely than Egypt, for 
there is less accumulated wealth and much 
less margin in her economic. system. 
Happily, the low prices which prevailed last 
year for cotton were not accompanied, as 
in Egypt, by a poor crop, the production 
being not much below that of the previous 
year. Food crops also were abundant. 

The early disappearance of the annual 
subsidy from Egypt is a serious loss of 
revenue to a country where the standard 
of life and taxable capacity are low and 
whose productive power can only be in- 
creased by long years of patient develop- 
ment. It is fortunate for her that the 
public finances have been skilfully and 
carefully nursed, so that in lean years like 
the present, when the Government has been 
obliged to budget for a deficit, the existence 
of substantial reserves, accumulated from 
past surpluses, enables the country’s finan- 
cial needs to be met without inconvenience. 


BOARD'S LOSSES BY DEATH 
During the year 1938 the board suffered 
some heavy losses by death. The first was 
that of Abdul Wahab Pasha in April. He 
was still comparatively young, but had won 


for himself a high position in the publi 
esteem, especially among the generatiog 
that has come to maturity since the War. 
Most of his working life was spent as, 
Civil Servant in the Ministry of Finance 
where he was for some years the Under. 
Secretary of State and _ subsequently 
Minister. Direct in methods and in speech 
foreigners found him easy to discuss bug. 
ness with but a hard negotiator wher 
Egypt's interests were concerned. He hag 
an intimate knowledge of the country’; 
economic problems. He did much for the 
welfare of the cotton producer, especially 
by his patient endeavours to reduce the 
costs of production and of marketing, while 
avoiding the use of easy and more dramatic 
methods which he knew were unsound 
After his retirement from the public service 
he joined our board in January, 1937, and 
we had hoped that for many years, long 
after most of us had gone, the bank would 
have had the benefit of his knowledge and 
judgment where his counsel was of the 
highest value. 

In October there occurred the death of 
Sir John Home. He was so well known 
to all of you who live in Egypt that I need 
say little about his long service in the bank 
or those personal qualities which endeared 
him to a large circle of friends of all 
nationalities. He received his training at 
the Bank of England and joined this bank 
on its foundation in 1898 as manager of our 
Cairo office ; he was appointed sub-governor 
in 1906, and on his retirement from active 
service was elected a director in 1925. He 
had, of course, an intimate knowledge of 
the bank’s work, especially in Cairo; he 
was as much attached to the bank as were 
the bank, its directors, and its staff to him. 

Finally, in December, Sir Sidney Peel 
was released from the long-losing battle he 
had been fighting with the fortitude charac- 
teristic of a man who had rendered dis- 
tinguished services as a_ soldier to his 
country in time of war. He was elected to 
the board as a member of the London 
Committee in 1906. Eminent both as a 
scholar and in the world of finance, he was 
gifted with remarkable objectivity and 
clarity of judgment. The modesty and tact 
with which his advice was proffered in- 
creased its weight, and he had much to do 
with helping the bank to steer a right 
course during several troublous periods. 


NEW DIRECTORS 

During the course of the year our former 
colleague, Dr. Hafez Afifi Pasha, retired 
from the Embassy in London, where he had 
represented Egypt with great distinction, 
and we invited him to rejoin the board. 
We have also been fortunate in securing the 
services of Cherif Sabry Pasha, who, a 
you know, after leaving the public service, 
was a member of the Council of Regency} 
during his present Majesty’s minority 
Also those of M. Emile Minost, whom you 
know well as a distinguished financier with 
special knowledge of all matters affecting 
Egypt’s economic health. 

At the end of the year our two sub- 





he public 
eneration 
the War, 
ent as a 
Finance 
e Under. 
sequently 
iD Speech 
“uss busi- 
or where 

He had 
country’s 
h for the 
especially 
‘duce the 
ng, while 
dramatic 
unsound 
ic service 
(937, and 
ars, long 
nk would 
edge and 
S of the 


death of 
ll known 
at I need 
the bank 
endeared 
ls of all 
2ining at 
this bank 
rer of our 
-governor 
ym. active 
925. He 
vledge of 
‘airo ; he 
as were 
t to him. 
ney Peel 
battle he 
e charac- 
ered dis- 
* to his 
lected to 
London 
th as a 
», he was 
‘ity and 
and tact 
fered in- 
ch to do 
a right 
riods. 


ir former 
, retired 
e he had 
stinction, 
e board 
uring the 
who, as 
; service 
Regency} 
minority 
hom you 
cier with 
affecting 


wo sub: 


24.3 


governors, Mr. A. C. Hann and Mr. J. A. 
Crawford, retired after long and distin- 

ished service. They also are well known 
to many of you. Those conversant with 
the bank’s affairs realize how much the 
efficiency of its work depends on the ability 
of the two sub-governors. The success of 
the bank and the high esteem in which it 
is held by the business public in Egypt have 
had much to do with the qualities, both 
personal and technical, of those two gentle- 
men. I am glad to say that we shall not 
be deprived of their great experience, as 
they have consented to remain on in Egypt 
as members of the board. 

Those of you who ever have business with 
our London branch must be well acquainted 


with Mr. J. T. Beaty-Pownall, for nearly 
30 years our manager there. His long ex- 
perience of the work that has to be done 
on the bank’s behalf in London, coupled 
with the high regard in which he is held 
in the City, have been a great asset to us. 
He, too, retired at the end of the year, and 
we have invited him to occupy the place 
on our London Committee rendered vacant 
by the death of Sir Sidney Peel. 

The above nominations require your rati- 
fication. I have further to inform you that 
M. M. C. Salvago, the most senior of all 
the directors in length of service, retires 
this year by rotation, and I am glad to 
inform you that he has consented to present 
himself for re-election. 


Bank Adeeting 


THE CHARTERED 
AUSTRALIA 


ADVERSE CONDITIONS 


MR. A. D’ANYERS 


ing of the Chartered Bank of India, 


Tia eighty-fifth ordinary general meet- 
Australia and China was held on 


March 29 at 38, Bishopsgate, London, E.C. 

Mr. A. d’Anyers Willis (the chairman), 
in the course of his address, said: Our net 
profits for the year amount to £335,309, 
against £491,065 a year ago, a decrease of 
approximately £156,000, and I would also 
point out, although possibly it is quite 


unnecessary, that the figure of £335,309 
includes a transfer from contingencies 
account to meet depreciation on Govern- 
ment securities. 


CHINA AND JAPAN 

There has been a decreased volume of 
trade in various spheres where we operate, 
but it is the deteriorating business condi- 
tions in China and Japan that have been 
our chief concern. Most of you have 
followed events there closely, and I need 
not elaborate on these at the moment. I 
need only say that ordinary commercial 
trading, which it has been our business to 
finance, has in the past 18 months been 
seriously disturbed. If this seemed to be 
a passing phase, or if we could visualize a 
return to more normal conditions in the 
near future, we would be happier. With 
regard to the introduction of a new cur- 
tency into North China, and the endeavour 
to force unwilling traders to confine their 
finance dealings to Japanese banks in the 
new currency, this is a portent of inter- 
ference with normal trading which we can- 
not ignore, in relation to the future success 
of our business in China, and particularly 
North China. 


P. AND 0. BANKING CORPORATION 
You will observe in the balance sheet 


BANK OF INDIA, 
AND CHINA 


IN THE FAR EAST 


WILLIS’S REVIEW 


against our holding of P. and O. Banking 
Corporation, Ltd., shares a note stating 
that ‘‘A contract has been entered into 
for the purchase of the undertaking of the 
P. and O. Banking Corporation, Ltd., with 
effect from February 1, 1939.’’ You will, 
I feel sure, be glad to learn that practically 
the whole of the business hitherto con- 
ducted by the P. and O. Bank has been 
transferred to the Chartered Bank, and this 
accretion to the volume of our business 
will, I hope, prove of considerable value to 
this bank in the future. 

I should perhaps particularly refer now 
to one of the assets of the P. and O. Bank 
which we have taken over, and which will 
hereafter appear in our own future balance 
sheets as a separate item. The P. and O. 
Bank acquired in 1921 23,403 (934%) of the 
ordinary shares in the Allahabad Bank, 
Ltd., and these are now being transferred 
into the name of the Chartered Bank. 


CONDITIONS IN INDIA 

Money conditions in India during the 
year were easy. Call money rates, for in- 
stance, in the slack season were quoted as 
low as 4% to 4%, with very little demand 
even at that low level. The Government’s 
usual borrowings by means of Treasury 
Bills sold to the money market were 
obtained at an average rate for the year 
of 14% p.a. In May the Government of 
India successfully floated a large Rupee 
loan, the terms being 3% at 98, repayable 
at par 1963-5. This reflects the excellent 
state of the Government of India’s credit. 

At a subsequent extraordinary general 
meeting proposals for the renewal of the 
Bank’s Charter were submitted in the form 
of a_ resolution, which was carried 
unanimously. 
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Bank Meeting 


MERCANTILE BANK OF INDIA 


DIVIDEND MAINTAINED 


SIR CHARLES INNES’ SPEECH 


of the Mercantile Bank of India, Ltd., 
was held on March 28 in London. 

Sir Charles A. Innes, K.C.S.I., C.LE. 
(the Chairman), after stating that it was 
satisfactory that their profit at £192,443 
showed an improvement, and that they 
were maintaining their dividend at the 
usual 12 per cent., dealt at length with the 
position in India, and said that figures of 
imports and exports showed that India had 
not escaped the effects of the general re- 
cession of international trade, but reports 
which he had received indicated that the 
decrease of foreign trade had been to some 
extent offset by increased industrial activity 
inside India, and those reports were con- 
firmed by the statistics of rail-borne traffic. 

The agriculturist, however, had had a 
bad year. India, in fact, was up against 
the old problem. It was comparatively 
easy to foster the growth of industries by 
high tariff duties, but much more difficult 
to improve the lot and increase the purcha- 
sing power of the agriculturists, who con- 
stituted so large a _ proportion of the 
population. 


To forty-sixth annual general meeting 


INDIA’S CREDIT 

India’s credit had remained on a high 
level, no doubt as the result of many years 
of cautious and conservative finance, but 
also partly due to the fact that India had 
not found it necessary to spend huge sums 
on armaments. Prospects in India might 
be said to be more hopeful than a year 
ago. It had been made known that the 
Government contemplated an alteration of 
the currency system, demonetising the 
Indian silver rupee and placing Ceylon 
currency on an Indian rupee exchange 
standard in much the same way as the 
Indian rupee was now maintained on a 
sterling exchange standard. 

It was claimed that if that proposal was 
adopted it would be possible to do away 
with the metallic reserve of 14 million 
Indian silver rupees now held against the 
note issue to the benefit of Ceylon revenues, 
and that the Ceylon Government would be 
able to determine independently the cur- 
rency policy of the Island. The matter was 
one of more importance than was generally 


appreciated. It was also one of which the 
exchange banks had expert knowledge, and 
it was hoped that full consideration would 
be given to the views which they had 
expressed before a final decision was come 
to. 

TRADE IN CEYLON AND MALAYA 

It was not a good year for trade. There 
was only a small decrease in imports owing 
to the time lag in the effect of a depression 
in imports, but exports fell by 14 per cent. 
from Rs.332 millions to Rs.285 millions 
Tea, which accounted for nearly two-thirds 
of the exports, had not done so badly, an 
increase in the quantity shipped rather more 
than counter-balancing a fall in price, but 
the rubber industry was depressed. The 
export quota for the year averaged only 
55 per cent., against 83} per cent. in 1937 
and the average price was also lower 
Exports had dropped in quantity from 
69,687 tons to 51,171 tons, and in value 
from Rs.77 millions to Rs.454 millions 
Coconut products, the third great export 
from the Island, had also fared badly, an 
unfortunate fact, since the bulk of the local 
population depended on the coconut indus- 
try. Among imports the most noticeable 
feature was an increase of imports of cotton 
piece-goods from Japan from 11 million to 
24 million yards, and a corresponding drop 
in imports from Great Britain and India. 

The prosperity of Malaya was bound up 
with that of the rubber and tin industries 
and the drastic cut in the export quotas of 
both products had had a disastrous effect on 
the trade of the Peninsula. The outlook for 
rubber appeared to be improving and it 
might be possible to increase the export 
quotas in the second half of the year. Pros- 
pects of tin were more obscure. It was true 
that with the formation of the buffer pool 
in July last prices had firmed up, and they 
had been steady for some time past at 4 
level near £215 per ton. In spite, how- 
ever, of the fact that for some months past 
nearly one-quarter of current production 
had been going into the pool, apparent con- 
sumption, especially in the United States, 
had been disappointing. No doubt con- 
sumers had been living on invisible stocks 
during the last few months. 

The report was unanimously adopted. 
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INTERNATIONAL BANKING 


America 
Business Hesitancy Prolongs Credit Glut 


By Our American Correspondent 


ONCERN over the possibilities of a European war 
( has naturally been the dominant influence on 

American business this month and has succeeded 
in putting an effective chill upon whatever improvement 
seemed to be in the making. The policy of “ business 
appeasement ”’ which was enunciated late in February 
by Secretary of Commerce Hopkins and other high 
officials of the Roosevelt administration died a quick 
death. Early in March it became apparent that the 
President himself had no interest in sponsoring the tax 
revisions which business desired. In the general anxiety 
created by the ominous political developments in Europe 
the whole notion of an attempt to revive business confi- 
dence by domestic measures was in any case largely 
forgotten. The stock market has undergone a severe 
decline and by early in April had fallen below the levels 
touched in the Munich crisis of last September, and, in 
fact, to the lowest average quotations since last June. 
This penetration of the previous low points is widely 
interpreted as indicating that a new bear market is in 
progress. Industrial operations have ended the first 
quarter with less than the usual seasonal gains. Indeed, 
throughout the business system there is evident a pro- 
nounced tendency toward caution. 

Any hopes of administrative action to encourage a 
revival of private investment were dashed when, in the 
course of a Press conference, President Roosevelt 
indicated that he was opposed to tax revisions and had 
no disposition to depart from his spending-lending 
policy. From this it appears that conservatives in the 
administration have again been defeated by the more 
radical wing of the President’s advisers. That the 
administration is, however, aware of a growing popular 
demand for some modification of the spending pro- 
gramme was indicated two days later, when Marriner S. 
Eccles, Chairman of the Federal Reserve System and an 
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outstanding advocate of pump-priming expenditure, 
virtually challenged Congress to vote budget-balancing 
economies while at the same time declaring that he con- 
sidered such a move would be disastrous. 

There can be little question that under existing con- 
ditions a sudden and drastic curtailment of Government 
expenditures would, as Mr. Eccles said, have disastrous 
results. But it is equally plain that the spending pro- 
gramme is not bringing about recovery and that the 
burden of taxation is becoming increasingly heavy 
compared with business profits. What business demands, 
of course, is not a mere attempt ruthlessly to balance the 
budget, but rather administrative action to remove some 
of the deterrents to business confidence, so that an 
expansion of private spending may make possible a 
reduction of public spending. This, it appears, is pre- 
cisely what the New Deal’s left wing advisers uncom- 
promisingly oppose, for it would mean relaxing some of 
the controls which they have set up over finance and 
industry and relinquishing some of the control over 
votes which is carried by the current large appropriations 
for public works and relief. 

One tax modification which has been proposed and 
approved by the President is a change in the present 
set-up of the Social Security Act. This would obviate the 
necessity for increases in pay-roll taxes at present 
scheduled to go into effect next year and would include 
the abandonment of the present absurd scheme for a 
reserve fund calculated to reach $47,000,000,000 by 1980. 
In theory this fund had to be invested in U.S. Govern- 
ment securities—of which even the present large out- 
standing total is only $40,000,000,000. Any such fund 
as that originally contemplated in the Act would thus 
not merely necessitate issuing Government securities 
considerably in excess of the present total but the 
absorption into the fund of all such securities now held 
by banks, institutions and all other investors. 

Financial quarters here are disposed to take an 
exceedingly gloomy view of the European political situa- 
tion. It is felt that even if war is averted the best that 
can be hoped for is a series of crises which would make 
it impossible for business men to plan for the future with 
any confidence. As the response of the financial markets 
clearly shows, there is no disposition here to suppose that 
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war in Europe would stimulate business on this side as it 
did during the last conflict, unless, of course, the United 
States itself were to become involved. Even in that 
event, there is little doubt that Congress would 
immediately enact legislation confiscating all war profits 
and imposing extensive controls over private industry. 

Commercial loans of the reporting member banks of 
the Federal Reserve System have shown a small 
increase, but they remain nearly $500,000,000 below the 
level of a year ago. The following table shows the posi- 
tion of the reporting member banks in ror leading cities 
of the country :— 


(In millions of dollars) 
Increase or Decrease 
since 
Mar. 29, Feb. 21, Mar. 30, 


1939 1939 1938 
Demand deposits adjusted .. se 15,991 —103  +1,723 
Deposits of foreign banks a 613 +56 + 258 
Total loans and investments .. 21,579 — 27 + 769 
Commercial, industrial and agricultural 
loans .. i “ és 3,814 + 48 — 485 
Loans to brokers R 764 — 26 + 84 
U.S. Governments, direct and indirect 10,122 — 55 +1,069 
Other securities i ‘a x 3,266 + 17 + 161 
Reserves is 7,515 +226 + 1,760 
One — of the new crisis in Central eaein has 
been greatly to accelerate the flow of gold to the United 
States from abroad. Monetary gold stocks rose about 
$385,000,000 in March to above $15,200,000,000.* The rise 
was the largest since that of last September, when a gain 
of $624,000,000 was recorded. The greater part of it 
came in the last few days of the month, including con- 
signments of some $130,000,000 in the last two days. The 
effect of these imports was, of course, still further to 
expand the excess reserves of the banking system, which 
now total about $3,520,000,000, or within $80,000,000 of 
the peak reached at the end of January. Had it not been 
for the influence of income-tax collections in the middle 
of the month, excess reserves would have reached record 
levels. Before many months have passed they seem 
quite likely to go above the $4,000,000,000 mark. 
In these circumstances it is not surprising that the 
prices of outstanding Government securities have 
advanced to record highs in spite of the nervousness in 


* By April 19 the total had further risen to $15,605,000,000. 
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other branches of the securities markets. For the month 
of March as a whole the average yield on Treasury 
bonds of more than 12 years’ maturity declined 0.10 per 
cent. to 2.29 per cent.; while the average yield on 
Treasury notes of from 3 to 5 years’ maturity dropped to 
about 4 per cent. It is estimated that at current 
market quotations, approximately $8,000,000,000 of 
Government securities, both direct obligations and 
those guaranteed by the Government, scarcely return 
any yield at all. 

The excessively low money rates brought about by 
the great influx of gold from abroad, and the consequent 
piling up of excess reserves, have become a matter of 
keen concern in banking circles. This is due to the 
difficulties which they impose in the way of making 
satisfactory earnings and to the dangers of capital losses 
in the event that the outbreak of war or other conditions 
should bring about even a moderate hardening of money 
rates. For all that, there seems no prospect of any 
normal development calculated to arrest the forces 
making for a constant fall in interest rates. Much as 
they mistrust the situation, the banks are being com- 
pelled to go deeper into the long-term bond market to 
employ their funds. Several institutions which have 
hitherto maintained an excessively large cash position, 
on the theory that it was better to sacrifice immediate 
income than to incur the risks involved in making 
investments at current levels, have found it necessary to 
modify their policies and, as is shown by their first- 
quarter reports, have added substantially to their 
holdings of Government securities. 


Mortgage Loans in Sweden 


HE outstanding feature in Swedish banking in 
March was the further strong increase in mort- 
gage loans, which now stand at kr. 2,088 millions. 

This constant increase in loans against mortgages is 
chiefly a result of the prevailing scarcity of other open- 
ings for investment, though it is in part due to the 
activity in building. A Swedish economic paper has 
lately made a thorough investigation of the situation on 
the Swedish mortgage market, which has revealed rather 
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interesting results. The investigation refers to the close 
of the year 1937, when total Swedish real estate, valued 
at kr. 20,910 millions, was mortgaged to the extent of 
kr. 12,660 millions, or 60.5 per cent. Of this total rural 
properties accounted for kr. 9,970 millions and urban 
properties for kr. 10,940 millions. Out of the total mort- 
ages of kr. 12,660 millions, mortgages to savings banks 
faciding State-owned savings banks) account for 
kr. 2,470 millions, while mortgage loans by joint-stock 
banks amounted then to kr. 1,760 millions, those of 
special mortgage banks to kr. 1,715 millions, and of 
insurance companies to kr. 1,225 millions. The main 
groups competing on the mortgage market are thus the 
joint-stock banks, granting mortgage loans at 6 months’ 
notice; insurance companies, granting mortgage loans 
of up to Io years’ duration; savings banks, which as a 
rule grant 6 months’ mortgage loans (except for a few 
big savings banks, which are entitled to grant Io years’ 
loans); and the special State mortgage banks, which can 
give loans on mortgages of a duration of up to 60 years. 
Of these four groups, the joint-stock banks have been 
most successful in the competition for mortgage loans 
during the last four years. Their share in total mort- 
gage lending has substantially increased and at present 
stands at about 15 per cent. of aggregate Swedish mort- 
gages. Insurance companies also have increased their 
share, while savings banks, which before 1934 specialized 
particularly in mortgage lending, have seen their share 
gradually decrease. This tendency will probably con- 
tinue as long as the interest rate continues to decline. 
As soon as signs of a rise of interests appear, real-estate 
owners will be anxious to convert their short-term loans 
into long-term loans and a transfer of mortgage loans 
will inevitably take place to the three State mortgage 
banks, the Town Mortgage Bank of the Kingdom of 
Sweden, the Swedish Housing Credit Bank and the 
General Mortgage Bank of Sweden, where real-estate 
owners can on very favourable conditions receive mort- 
gage loans of a duration of up to 60 years at fixed interest 
rate. Hence these special mortgage banks constitute an 
important stabilizing element in the Swedish mortgage 
market. 
During March, deposits at the joint-stock banks rose 
by kr. 95 millions to a total of kr. 4,475 millions. The 
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increase was to a large extent due to the redemption by 
the Skandinaviska Banken of its kr. 50 millions of 
debenture loans, as the bulk of former debenture-holders 
lodged the proceeds of the redemption on their sight 
accounts at the bank. Advances reveal a rise by 
kr. 63 millions to kr. 4,420 millions, mortgage loans 
having risen by kr. 37 millions and domestic bills by 
kr. 24 millions. Cash holdings have generally con- 
tracted, since taxes were falling due in March. Follow- 
ing an adverse trade balance in March the foreign assets 
of the joint-stock banks have decreased. The Bank of 
Sweden’s foreign bill portfolio declined by kr. 28 millions 
to kr. 230 millions, while the net balance with foreign 
banks has risen by kr. 10 millions to kr. 390 millions. 
Except for the usual influx of Boliden gold no gold 
purchases have been made by the Bank of Sweden in 
March, the gold reserve now being kr. 731.5 millions. 





Czecho-Slovak Banking Changes 


After the German invasion the Czecho-Slovak 
National Bank changed its name to the “ National 
Bank in Prague.” Subsequently its name _ was 
changed once more, this time to the “ National Bank 
for Bohemia and Moravia.” It remained the bank of 
issue for the Protectorate, while Slovakia established a 
Central Bank of her own. Both Central Banks have 
been placed under the Reichsbank’s supervision, 
especially in matters concerning foreign exchange. The 
ratio between the Czech crown and the reichsmark has 
been definitely fixed at Io to 1, and the same parity has 
been fixed for the new Slovakian crown. The first 
return of the Czecho-Slovak National Bank after the 
invasion showed a reduction in its gold reserve by 
466 million crowns, while at the same time the note issue 
declined by 935 million crowns. The changes were 
connected with an agreement concluded on March 6, 
prior to the invasion, between the German and Czecho- 
Slovak monetary authorities, relating to the crown notes 
withdrawn by the former in the Sudeten district. It was 
agreed that the German authorities should surrender 
notes totalling about 1,200 millions, and that the Czecho- 
Slovak National Bank, in turn, should hand over to the 
Reichsbank an amount of gold equal to 35 per cent. of 








Ls ee) 


: SN WA ON =P Y2 


— - ee a ' 


INTERNATIONAL BANKING 251 





the notes taken over. This percentage was fixed on the 
basis of the reserve ratio prevailing at the time of the 
Munich agreement. The reason why the note circula- 
tion did not show a corresponding decline during the 
week when the agreement was carried out was that the 
Slovakian crisis and the menace of the German invasion 
resulted in a run on the banks, and the active note circu- 
lation had to be increased. The decline in the note 
circulation, shown by the return dated March 15, repre- 
sented the difference between the amount of notes taken 
over from Germany and the amount issued to meet the 
run on the banks. 

The 466,000,000 crowns (about £3,000,000) of gold 
handed over before the invasion represented practically 
the whole of the gold stock kept in Prague. When the 
German army entered Prague the amount of gold found 
in the vaults of the bank was negligible. It is under- 
stood that by far the larger part of the gold reserve has 
always been kept in London, and the amount at present 
here (and, of course, blocked) is at least £12,000,000, and 
possibly more. The amounts kept in Paris and New 
York are small, while the amount formerly kept in 
Switzerland was used recently for the repayment of a 
credit which it secured. The bulk of the National Bank’s 
foreign exchange reserve was also kept in the form of 
sterling. 






























Belgian Gold Losses Continue 


The increase of the official rediscount rate of the 
National Bank of Belgium from 23 to 4 per cent. 
on April 17 has been one of the outstanding events 
in international banking during the past month. 
The decision was reached as a result of the persistent 
pressure on the belga since the middle of February. In 
addition to the flight of capital, both Belgian and foreign, 
there was a fair amount of speculative selling, and the 
discount on forward belgas widened to a level at which 
it became highly profitable to employ liquid funds in 
swap transactions, yielding anything up to 26 per cent. 
per annum. As a result, liquid resources of the banks 
became depleted, and the National Bank lost large 
amounts of gold. The selling pressure was in part the 
result of the international political tension, but the main 
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cause was the prolonged Cabinet crisis that followed 
M. Spaak’s resignation. Even after the favourable 
results of the general election it was impossible to form 
a Cabinet on a broad enough basis, owing to the 
opposition of Socialists to deflationary measures. 

On April 17 it appeared as though the problem had 
been solved, but a few hours after the formation of the 
Government its Socialist members resigned. It is 
possible that this decision was due to their disapproval 
of the deflationary policy implied by the increase in the 
Bank rate. That increase failed to arrest either the 
speculative pressure or the outflow of capital. Once 
more it has become evident that the old-fashioned 
remedy does not work in existing conditions. In 
March, 1938, the Belgian Bank rate was raised from 2 to 
4 per cent. in defence of the belga. The run on the 
belga was, in fact, arrested, but simply because the 
political crisis to which it was due came to an end. 
Thereupon in May the Bank rate was reduced to 23 per 
cent. On the present occasion, too, the pressure on the 
belga may come to an end as a result of the establish- 
ment of a stable Government, but certainly not as a 
result of a high Bank rate. 





Italy’s Attitude to London Credits 


In a speech delivered on March 26, Signor Mussolini 
protested against suggestions made in the English 
Press that Italy was anxious to raise loans in London. 
Technically, it is unquestionably true that neither the 
Italian Government nor the leading Italian banks have 
attempted, since the adoption of sanctions in 1935, to 
raise loans in London. No official attempt has been 
made to raise a loan here, but there have been many 
such attempts by unofficial quarters. After the removal 
of sanctions in 1936 a fair number of proposals were 
hawked about both in London and in New York, in 
some instances by entirely obscure intermediaries, and 
the persistence of such efforts was sufficient to justify 
the London Press in its impression that the loans were 
urgently needed by Italy. It must be admitted in all 
fairness that the attitude of the Italian banks in the 
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matters of foreign credits has been correct and dignified. 
They repaid their credits during the sanctions period, 
and have never pressed for the reopening of those 
credits beyond the amount willingly agreed upon by the 
London banks. At the same time, they have held all 
along fairly substantial sterling balances in London. 
Danzig Mobilizes Foreign Assets 

The Senate of the Free City issued a decree 
whereby holders of foreign assets must surrender 
their holdings to the Bank of Danzig or to some 
other bank authorized to deal in foreign exchanges. 
This rule will not apply to assets in terms of reic hs- 
marks or zlotys, or to Danzig loans issued in terms of 
foreign currencies. The Bank of Danzig is authorized 
to make exceptions whenever this appears necessary in 
the interest of trade between the Free City and either 
the Reich or Poland. 
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A MILNERS’ SAFE THAT WILL DEFY 
ANY BURGLARS. BOMBS. FIRES, ETC. 


THE MILNERS’ BRANCH BANK SAFE 
illustrated has been specially designed to 
meet the demand by Banks for adequate 
protection against extreme risks, and 
primarily for use where it is inconvenient 


to construct a strong room. 


Incorporated in the construction of these 
safes is a patent alloy armouring which 
has been publicly tested and proved im- 
penetrable by any known method of 
attack, Milners’ Strong Room Doors and 
Safes are manufactured in a wide range of 


‘izes and qualities. 


Technical experts are always available to dis- 
(uss security problems. Catalogues of Strong 
Room Doors and Safes sent free on request. 
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Some Martins Branches 
By Professor C. H. Reilly 
HIS is the turn for some new branches of Martins 
Bank. Somehow this bank, although like most 
clearing banks it employs a variety ‘of architects 
up and down the country to design its buildings, yet 
manages to keep up better than the others a certain stan- 
dard of elegance and taste. Its branches are not, as a 
whole, very original. They are certainly not “modern” 
in design, but they are also not entirely traditional, 
though of the two schools of thought they favour more 
the latter. Indeed, they represent a very cautious, 
English sort of compromise which says a good deal for 
the vigilance and taste of their Premises. Department 
and perhaps reflects further—lI like to think it does—the 
taste of Mr. Robert Holland-Martin, the President of the 
Architecture Club. 

Let us begin with the Coventry branch, by Messrs. 
Bromley, ¢ ‘artwright & W aumsley of Nottingham, 
which in its simplic ity and refinement and leanings to 
traditional Georgian architecture is typical. 

The building apparently faces a wide street or square 
with a flank to a narrow alley. The main front, which 
is the shorter, certainly gets, as will be seen in the photo- 
graph, a flood of sunlight for its full height. This height 
is considerable for a provincial branch, having four 
storeys above the banking one. Of these the first, 
second and third are for offices to let approached from a 
separate entrance in the alleyway, though that is not 
clear, and the top one is a flat for the caretaker. It will 
be seen from the illustration that the bank premises, the 
offices and the space for the caretaker are each expressed 
in different materials, Ketton stone for the bank, Bed- 
ford Grey facing bricks for the offices and Roman tiles 
for the caretaker on the roof. That has a certain 
rationality, as has the design of each division, even if the 
general character of the whole is based on the Georgian 
tradition. The arcaded windows and door, very 
elegantly moulded and proportioned, by more recent 
tradition, and I think particularly by tradition in 
Martins branches, suggest, with their teak window- 
frames and radiating bars, bank premises. Such 
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arcaded design and such windows are not, in general, 
in use in domestic work on the one hand, nor in shop 
premises on the other. With their thick bars taking so 
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THE COVENTRY BRANCH 


much light away and with their suggestion of a strong 
protecting grille, one would say at once they were bank 
windows. Ordinary offices in a new building would not 
be so prodigal of daylight. Then the three storeys with 
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Georgian sash windows above, and with their thinner 
bars, but still with bars, suggest some semi-domestic use 
such as provincial professional-men’s offices, while 
clearly the little dormers in the roof with still smaller 
panes to the windows are for some completely domestic 
purpose, where traditionally in this country light is even 
less important. The whole building, then, is modern in 
the sense that each section of it has a semi-functional 
appearance, and traditional in that it keeps roughly to 
the proportions and divisions of Classical Georgian 
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THE BANKING HALL OF THE COVENTRY BRANCH 


design. The white stone storey is an architectural base- 
ment, the first and second storeys are the field for the 
columns or pilasters, the third a frieze storey, the fourth 
an attic. The whole, therefore, has both something of 
the unity of a classical design and yet something of the 
functional character of a “modern” one. It is, indeed, a 
clever compromise, and when one looks into the detail 
one sees it is excellently carried out. The narrow canted 
corner, for instance, without, it will be noticed, a corner 
entrance to weaken it and to spoil the internal planning, 
is excellently schemed and gives strength to the design 
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as a Whole. The cleanness of the ashlar stone work of 
the ground floor, the flatness of the next two storeys, 
with the window frames brought well to the front to 
preserve the plane of the facade; then the greater 
shadow given to the third-floor windows both for con- 
trast and to unite them with the modelling of the main 
entablature immediately above them, obtained by 
setting the third-storey windows back a little, then the 
final contrast of corrugated roof—these are all in their 
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variety and appropriateness evidence of the care, 
thought and feeling with which this building has been 
designed. It is architects with this capacity for subtle- 
ties of modelling whom I should like to see tackling and 
solving the crudities of modern design. 

The interior of the banking hall, with its rich 
veneered woodwork kept to one level round the room, 
shows the same care and thought. An interesting point 
to be noticed is the screen at the back of the cashiers 
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hiding the necessarily untidy desks behind. This was 
an idea first introduced, I believe, by this bank into their 
sreat Liverpool headquarters by Mr. Herbert Rowse. 
The small Gomersal branch by Mr. W. F. Cave of 
Heckmondwike, a little lock-up building of only one 
storey, shows the same refinement. Notice how 
elegantly the pediment over the door is drawn, with its 
long thin brackets, and the modelled architrave to the 
door and the plain ones to the two windows, and how in 
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sympathy all these mouldings are with the cornice and 
frieze. The marginal panes to the two windows leaving 
a large sheet of glass in the centre in the same way secure 
refinement without loss of scale. Of its traditional kind 
this seems to me a very clever little front and the care 
with which the forecourt in front of it has been finished 
is not by any means wasted. Seeing that, however, one 
wonders all the more how it is that the flank wall can 
have been left in common brick, and then covered with 
down-spouts. The way in which we pretend we can 
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shut our eyes to things we do not want to see is an extra- 
ordinary English trait. Formal buildings everywhere 
are assumed to finish at the top of the facade, regardless 
of a host of irregular chimneys and chimney-stacks and 
other things in different materials pushing up against the 
sky. So here we are supposed not to see this very 
obviously exposed flank. Perhaps it is not even 
gentlemanly of me to mention it. 

The Torquay branch, finished this year and designed 
by Messrs. Taylor & Bracken of Plymouth, appears from 
the illustration to be a small single-storey bank like the 
last, but is really a much bigger building with a three- 
storey block to a lower street at the back. Connecting 
these two blocks, I am told, is the banking hall on a 
bridge between the two. What we see, therefore, is 
probably nothing but the entrance hall. This is a case 
when it is clearly extraordinarily difficult, indeed almost 
unfair, to make any criticism without seeing plans and 
sections of the building and so understanding the whole 
problem. At first sight one would say from the photo- 
graph that the building which stands up behind, which 
is probably the upper part of the banking hall, is badly 
related to the little formal structure in front of it. 
Theoretically it is. It does not seem to belong to it at 
all. Yet the mere fact of its being there may be a clever 
solution of a difficult problem. The best thing under 
the circumstances is to ignore entirely the back building 
rising above the cornice and to concentrate attention 
upon the little classical composition of the front building. 
One can say at once it is good, but not quite so refined 
and elegant a composition as the Gomersal branch. The 
frieze, for instance, and the letters on it are too big for 
the little columns and so are the architraves of the win- 
dows. Someone may say that these latter have nothing 
to do with the columns but belong entirely to the 
windows. That is not so. It is of the essence of a 
classical design that every detail, however small, is 
related to all the rest. A good thing in the design, and 
giving a unity which the design might otherwise lack, is 
the way the range of columns has been sunk within a 
plain stone frame. 

So far these three buildings we have examined have 
all kept in their general composition strictly to precedent. 
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With the Worthing branch by Messrs. Elcock & Sutcliffe, 
the London architects who do so many banks, we come 
to something a little bolder, though I am not sure that 
the total result is any improvement. The innovation is 
the way in which the architects have united the central 
first-floor window belonging to the brick portion of the 
front with the arcaded stone banking-storey below. It 
certainly adds interest at first glance, but this first-floor 
window, although emphasized by a pediment and 
stone surround, is nevertheless not big enough to be 
brought in this way into direct relation to the big bank- 
windows below. On a larger facade, perhaps, the idea 
might be carried out with more success. The bank 
storey is in what I might almost call now the Martins 
tradition, though not as elegantly proportioned and 
detailed as in the Coventry branch. The two upper 
storeys have particularly small sash windows with small 
panes which must ill light the space behind them, but 
that has no doubt been done on purpose to give a solidity 
to this upper brick portion in order to unite it better with 
the lower storey. That, clearly, has been the architects’ 
thought throughout. Another evidence of it is the range 
of white quoin blocks up each side of the facade, as well 
as pieces of the white balustrade inserted into the 
parapet although there are no windows behind them to 
give an excuse. 

Next we have the Bristol branch, which is interest- 
ing in showing how an expert barber, in this case Mr. 
E. C. Aldridge of Liverpool, can shave a Victorian 
building of certain excrescences and accretions and bring 
it more into consonance with the Martins tradition, 
though losing at the same time not a little, I am afraid, 
of its richly Dickensian character. The result was 
bound to be somewhat tame. The endless repetitions of 
features seem to call for a little exuberance here and 
there to give life to them. Now each of the hundred and 
one units of the building is quietly asleep, though I 
notice an eyelid is opening here and there and lettering, 
the least welcome of additions, is gradually appearing 
on the windows and will soon destroy the new chastity. 
In fact, I am not sure that I still do not enjoy the old 
vulearity more. In my youth I was a devoted admirer 
of Marie Lloyd with her great feathered hats. This was 
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a Marie Lloyd building. Now it is rather like an elderly 
choir-boy in a clean surplice. 
The Vicar Lane branch, Leeds, by Messrs. Kitson, 


THE BRISTOL BRANCH—AS IT IS 


Parish, Ledgard & Pyman of that town, is, as far as the 
exterior goes, part of Sir Reginald Blomfield’s design for 
the new street cutting through the heart of Leeds and 
called “The Headrow,” which the town has boldly 
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lerly undertaken. One cannot therefore criticize this bank 
; apart from the street as a whole. All one can say is 


tson, that it will look much less overloaded with fallals when 





THE BRISTOL BUILDING—AS IT WAS 


the one sees the stretch of plain facade which will join, at 
for least on one side. There is a certain elegance, of course, 
nd about everything Sir Reginald does. One sees that in 


lly the Quadrant of Regent Street and in Piccadilly Circus. 
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It is here in spite of the apparent overloading of the 
design, which is even more pronounced than that of 
Barclays Bank at another corner in the street, though 


BRANCH AT VICAR LANI LEEDS 


that as an isolated object seemed overloaded, too, when 
we considered it in the February issue. 








